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NEW 1.A.C. SERVICE 


CAPITAL 
LOANS for “= j 
CANADIAN BUSINESS 


Drawing upon more than 35 years’ experience in providing financial 
services to Canadian business and industry, I.A.C. announces a new 
Capital Loan Service which offers medium term funds for development 
purposes to established companies, partnerships or individuals already 


doing business in Canada. 


Loans from a few thousand to hundreds of thousands of dollars are 
available when there is sound, continuing management, good prospects 
for the future, and where the amount required is reasonable in relation 
to the size of the owner’s investinent. Terms are for up to five years 
and longer in certain cases. 


You are invited to inquire about an [.A.C. capital loan, assured 
that the special needs of your clients will receive prompt, confidential 
and careful attention in the hands of trained personnel. 


WRITE FOR FREE BOOKLET 


For the booklet, “Capital Loans for Canadian Business”, 
or specific information on behalf of a client, write: 
Capital Funds Division, 

Industrial Acceptance Corporation Limited, 

1320 Graham Boulevard, 

Montreal 16, Quebec. 


INDUSTRIAL ACCEPTANCE 
CORPORATION LIMITED 


122 branch offices throughout Canada 
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INTERNATIONAL CHARGE 


D. Hutton, Manager, Data Processing Office, International Charge (Canada) Limited 


THE SETTING: A completely auto- 
mated system gives International 
Charge (Canada) Limited a high 
degree of control. It takes care of 
over 1000 credit transactions a day, 
and makes possible payments in 3 
days to retailers for sales charged 
on International credit cards. 


THE SYSTEM: The basic unit is the 
sales ticket, filled out in the mer- 
chant’s store. Part 1 of the 3- 
part form is a tab card; one of 
these for each credit and sale is 
sent to International Charge every 
day, together with a summary card, 
by hundreds of retailers. In the 
Data Processing Office, the only 
manual step is to keypunch the 
data written on the cards into the 
cards themselves—they are their 
own source documents. 


From this point on, the system is 
automatic. Using the original sales 
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Build control with 


MOORE BUSINESS FORMS 
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“Moore forms help us control 1000 credit sales a day” 


and summary cards, high-speed 
data processing machines run off 
... Merchants Register, Sales Reg- 
ister, Accounts Payable Cheques, 
Customers’ Statements, Accounts 
Receivable Records, Cheque Regis- 
ter. Sales Statistics, Volume Re- 
bate Report and Volume Rebate 
Cheques. Human error is all but 
eliminated: any mistakes in the 
original cards are automatically 
detected. The specially-designed 
Moore forms used throughout are 
the company’s control in print. 


THE COUNSELOR: “We were lucky 
to have the Moore man’s knowledge 
and experience when we set up 
this system,” said D. Hutton, Man- 
ager of the Data Processing Office 
at International Charge. To see how 
the Moore man can help you get the 
control you want, write or phone 
the nearest Moore office. 


MOORE BUSINESS FORMS LTD.—856 St. James 
St. West, Montreal « 7 Goddard Ave., Toronto 
15 © 711 Erin St., Winnipeg * 296—12th Ave. 
East, Vancouver. Over 300 offices and facto- 
ries throughout Canada, U. S., Mexico, Cuba, 
Caribbean and Central America. 


< Division of Moore Corporation, Limited 





Company Treasurers- 


We can help you keep your short term 





funds working. Call us for information on: 


V Government Bonds 

V Treasury Bills 

V Acceptance Paper 

V Prime Corporate Paper 


a 


McLeop, Younc, WEIR & COMPANY 


LIMITED 


50 King Street West 276 St. James Street West 


Toronto 
EMpire 4-0161 


Montreal 
Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke 





THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 


QUICK PICTURE: 


You will find, in our Com- 
mercial Letter, a quick but ac- 
curate survey of current com- 
mercial activities in Canada, a 
concise review of foreign trade 
developments, the latest statistics 
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Windsor Edmonton New York 









on trade, industry and finance, 
authoritative articles on special 
aspects of Canada’s economy. 
Your local manager will gladly 
place your name on our mail- 
ing list, or just write to: 


B-757 
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L. F. N. CLEMENTS (page 381) 


The basis for successful manage- 
ment in most manufacturing com- 
panies is an integrated system of 
management planning. Every orga- 
nization that sells or makes anything 
must, at some time or another, be con- 
cerned either with re-designing its 
existing products or developing new 
ones, and in “Product Planning”, Les- 
lie F. N. Clements examines a func- 
tion which has become a useful tool 
of management. “Insufficient atten- 
tion has been given in the past to cer- 
tain aspects of product planning”, 
writes the author, “and surveys have 
shown that in the packaged goods 
field at least four out of five new 
products fail through lack of plan- 
ning.” 

Mr. Clements is a consultant with 
the management controls department 
of Peat, Marwick, Mitchell & Co., To- 
ronto. Before joining the firm in 1958 
he was associated for five years with 
F. H. Hayhurst Advertising Co. as 
director of media and market re- 
search. From 1948 to 1951 he was 
engaged as a management consultant 
with W. D. Scott & Co., Sydney, 
Australia. His background in Canada 
includes several years as an independ- 
ent consultant particularly in the area 
of marketing. 


J. E. WILLIAMS, C.A. (page 386) 

There are many matters to be con- 
sidered before acquiring control of a 
company, and the question of price, 
writes John E. Williams in his article 
“Buying Out a Stockholder”, is one 
that should be left until a number of 
pertinent aspects of the business have 
been appraised. The author has form- 
ulated 17 key questions about the 
management and its financial position 





after which he lists a few tests which 
can be applied to assist in arriving at 
a fair price. 

Mr. Williams is a partner in the 
Edmonton office of Deloitte, Plender, 
Haskins & Sells. He is a member of 
the Institutes of Saskatchewan and 
Alberta and was admitted to member- 
ship in both Institutes in 1949. He 
is also a member of the Edmonton 
Chamber of Commerce, the Taxation 
Commission and is treasurer of the 
Kiwanis Club of South Edmonton. 


ALISON MITCHELL (page 392) 

As an instrument of monetary 
policy the bank rate appears to be a 
highly controversial subject. In re- 
cent years, bank rate increases were 
made in an attempt to discourage 
excess spending by business and curb 
inflation. In actual fact, they had 
little effect on deterring business tax- 
payers from further borrowing or on 
encouraging them to save. In posing 
the question “What does the Bank 
Rate Mean?”, Alison Mitchell, who is 
a member of the economics depart- 
ment of The Bank of Nova Scotia, 
examines the present-day significance 
of raising or lowering the bank rate as 
a reliable indicator of business and 
financial activity and reaches the con- 
clusion that it is no longer “a magic 
talisman for the cure of all economic 
ills” but needs to be backed up by 
measures which can achieve the de- 
sired results in other ways. 


The author graduated in political 
science and economics from the Uni- 
versity of Toronto and won the Gir- 
ton College Scholarship for Overseas 
Students, spending two years at Cam- 
bridge where she took a masters de- 
gree in modern history. She taught 
in the Department of Political Econo- 
my at the University of Toronto for 
two years and was subsequently 
awarded a fellowship by the Interna- 
tional Federation of University Wo- 


Continued on page 362 
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—a modern way to accumulate money 





Investors Syndicate announces 


a balanced financial program 


It is impossible to foretell the eco- 
nomic future with any degree of 
accuracy. Historically, over the 
long term, there have been periods 
of inflation, periods of deflation 
and periods of relative stability. 


It is obvious that no single secu- 
rity provides the perfect answer. 
The most prudent program com- 
bines fixed-interest ( guaranteed ) 
investments and equity ( partici- 
pating, or ownership) investments. 










Head Office: Winnipeg 
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Investors’ COMBINED PAYMENT 
PLANS provide a “balanced” fi- 
nancial program in ONE INVEST. 
MENT at no extra cost! 


Investors can offer you a balanced 
plan which is complete in itself. . . 
or you can select a combination of 
plans to balance with your present 
financial circumstances. 


For complete information see your 
Investors representative — “your 
best friend financially.” 


Investors 
Syndicate 


OF CANADA, LIMITED 
Offices in Principal Cities 
























































Can Your Clients 
Afford 
New Customers? 


For increased sales volume they 
need those new customers, 


But new customers present prob- 
lems, too. Are they good risks? 
Can your client extend them 
credit? And, if he can, where then 
can he find the ready cash to 
finance those extra sales, the work- 
ing capital to carry the accounts 
receivable? 

If any of your clients have this 
roblem, ian Factors can 
elp them — by taking over those 
credit-checking responsibilities, and 
by advancing the cash that enables 
them to increase sales without 
seeking new investment capital. 


HERE’S HOW OUR SERVICE WORKS: 

® We buy your client’s accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 

©@ We guarantee payment 100% — 
once we've bought his accounts, 
the credit risk becomes our worry. 

© We free your client from making 
credit decisions — he’s able to 
devote his full time to the profit- 
making aspects of his business. 

®@ We relieve him of the expense and 
trouble of his accounts-receivable 
bookkeeping, credit, and collec- 
tion departments. 


Perhaps these services could be of 
great help to some of your clients. 
If you’d like to discuss the advan- 
tages of factoring with them, and 
you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 
Frozen Accounts.” 


lh. 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, 


VI. 9-8681 
Established in 1931. 


Montreal 
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men to do graduate work at the Lon- 
don School of Economics. She has 
been associated with the Bank of 
Nova Scotia for the past five years, 
specializing in financial affairs. 


KERR GIBSON, C.A. (page 399) 


In “The Corporation in Estate 
Planning” Kerr Gibson _ illustrates 
ways in which the corporation can be 
useful in various phases of estate 
planning. More attention is being 
paid to this approach than was the 
case in years gone by due to a grow- 
ing appreciation of the benefits that 
can be derived, under suitable cir- 
cumstances, by using the corporation 
to permit the individual to exclude 
from his estate future increment in 
value of some of his existing assets. 
Mr. Gibson’s article deals also with 
other uses of the corporation and 
points to some of the pitfalls which 
must be avoided. 


The author is a partner in the To- 
ronto office of Clarkson, Gordon & 
Co. He is a member of the Institute 
of Chartered Accountants of Ontario 
and is serving at the present time on 
the Taxation Committees of that In- 
stitute and of the Toronto Board of 
Trade. He has been a frequent con- 
tributor to this journal and readers 
will remember his most recent article 
“Choosing Between Branch or Sub- 
sidiary” (CCA, July 1960). 





E. B. ALLAN, C.A. (page 406) 


Petroleum is now the most import- 
ant commodity in international trade, 
and a prime issue in developing an 
efficient oil industry is the large 
volume of capital required for ex- 
ploration and drilling and the need 
for a more efficient operation with a 
corresponding reduction in operating 
costs. For some years certain oil 
companies in Western Canada have 
Continued on page 364 
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St, THE 
SUN LIFE 


AGENT 
iS EXPERT, TOO! 


@ Yes, in planning a man’s 

estate, the life insurance agent can 
work closely with the lawyer, the 
accountant and the trust officer 

in providing the client with the best 
possible advice. For every estate 
needs dollars that will be immediately 
available to meet death taxes and 
other expenses attending death and so 
preserve the other assets of the 
estate. These are the dollars which 
life insurance can provide. 

And remember, when you are 

dealing with the Sun Life, you are 
dealing with one of the world’s 

great life insurance companies. 

Sun Life maintains 150 branch offices 
in key centres in Canada and the 
United States, with agency 
representation from coast to coast. 
With a wide variety of up-to-date policy 
plans, and with highly qualified 
representatives, Sun Life is in a 
position to offer the very finest in 

life insurance service. 


SUN LIFE ASSURANCE COMPANY OF CANADA 


HEAD OFFICE. MONTREAL 
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been developing acreage on a joint 
venture basis, and in “Joint Venture 
Accounting in the Oil Industry” 
Edward B. Allan discusses the prob- 
lems of operating the books of ac- 
counts where several companies are 
engaged in the same venture. As the 
author points out, joint venture ac- 
counting appears very simple and 
straight-forward on the surface but 
becomes considerably more compli- 
cated when a decision has to be made 
as to what items can be properly 
charged to the joint account. 


Mr. Allan is a partner in the Ed- 
monton office of Peat, Marwick, 
Mitchell & Co. He obtained his 
Bachelor of Commerce degree from 
the University of Alberta in 1951 and 
three years later was admitted to 
membership in the Institute of Char- 
tered Accountants of Alberta. 


W. B. BINDMAN (page 412) 

Managements today are actively 
seeking improved control over their 
companies’ operations, and with the 
development of high-speed machinery 
there are many new techniques to be 
taken into account in the assembling 
of data to supply information. In 
“Control in Data Processing Systems”, 
William B. Bindman outlines six im- 
portant factors effecting control and 
some of the more recognized tech- 
niques to control data processing sys- 
tems. Underlying everything, he con- 
cludes, is a basic factor—“good house- 
keeping”. 

Mr. Bindman is a management con- 
sultant in the Montreal office of Ur- 
wick, Currie Limited. He graduated 
in 1949 with a Bachelor of Commerce 
degree from McGill University and 
was formerly on the sales staff, 
punched card division, of Remington 
Rand Limited. 
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EDITORIAL (page 379) 

A year ago this month two Can- 
adian stock exchanges wrote to their 
listed companies encouraging them to 
publish quarterly statements of earn- 
ings if they were not already doing 
so. It is now generally accepted that 
interim financial statements are valu- 
able, and this month’s editorial “The 
Value of Interim Statements” by Ken- 
neth LeM. Carter, F.C.A. explains 
why there are advantages in supply- 
ing shareholders and _ prospective 
shareholders with regular informa- 
tion on the progress of a company’s 
business. 

Mr. Carter is a partner of McDon- 
ald, Currie & Co. and a director of 
Urwick, Currie Limited. He is a 
past president of the Institute of 
Chartered Accountants of Ontario 
and a past chairman of the Board of 
Governors, Canadian Tax Foundation. 
His most recent appointment was that 
of president of the Canadian Welfare 
Council, an organization which he 
has served for many years. 


Forthcoming Features 


Facilities Planning 
G. L. SANDLER 


Determining Professional Fees 
G. M. Smrru, C.A. 


Electronic Computers in Business 
G. H. Cowpertuwalrte, C.A. 


Management's Place in Profit 
Distribution 
B. H. Lioyp 


Foreign Aspects in Estate Planning 
D. J. CAMPBELL, C.A. 


The Case Against Designated Surplus 
A. W. Grmour, C.A. 
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Hi ACCOUNTANTS’ , 
HANDBOOK 


Edited by RUFUS WIXON;§ 


Staff Editor: 
WALTER G, KELL 


A-to-Z guidance for all who 
use accounting information or 
help to prepare it. All-inclu- 
sive standard Handbook fully 


explains the “‘how’’ and “why” of 
the preparation of reports and state- 
ments, design and installation of 
accounting systems, methods of bud- 
geting, internal control, auditing 
procedures, etc. 29 information- 
packed sections cover: Executive Pay 
Plans. Employee Compensation. In- 
vestments. Dividends. Intangible 
Assets. Liabilities. Paid-in Capital. 


ee 
ACCOUNTANTS’ 
LIS 


Retained Earn- 
ings. Appropriations. Depreciaton. Etc. Board of 
28 Editors. 4th Ed., 1956. 1,616 pp.; 407 ills., 


tables $15 


Hi ACCOUNTANTS’ 
COST HANDBOOK 


Edited by ROBERT I. DICKEY 


Widely used Handbook supplies expert 
guidance in tackling any phase of cost sys- 


tem design, improvement, or operation. It 
offers a detailed plan of attack for any cost problem; 
brings together the techniques, programs, and policies 
proved most useful in controlling and reducing costs 
throughout modern industry. Includes new and im- 
proved methods of record-keeping and reporting, direct- 
costing, break-even analysis, electronic data processing, 
accounting for return on investment, etc. Board of 22 
Editors. 2nd Ed., 1960. 1,046 pp.; 410 ilis., 

tables. $15 


Hi INTERNAL AUDITING 


VICTOR Z. BRINK, CPA; 
revised by JAMES A. CASHIN, CPA 


IMustrating the best of internal auditing 
practice — its nature, functions, and meth- 


ods — this practical book stresses internal 
auditing as a major tool of management control for 
eliminating waste and increasing efficiency. Includes 
a wealth of material on the extension of internal 
auditing to such operating activities as purchasing, 
production, distribution, and sales. Details techniques 
afforded by machine accounting, electronics, statistical 
sampling. 2nd Ed., 1958. 478 pp., Illus. 


USE THIS COUPON TO ORDER 


Please send books checked below: 
() ACCOUNTANTS’ HANDBOOK, 
4th Ed., Wixon-Kell 


O Accountants’ COST HANDBOOK, 
2nd Ed., Dickey ............ pee 


0 INTERNAL AUDITING, 
2nd Ed., Brink-Cashin .................... $8 


Enclosed find remittance in U.S. funds. 


$15 
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CCA-10 
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Sales Analysis 
Cost Distribution « Billing 
Inventory Control 
Accounts Receivable 
Accounts Payable 
Expense Analysis 
Payroll « Budget Analysis 
Production Control 
Order Control « Financial Reports 
Operations Researche Data Reduction 
Land Survey Computations 
Hospital Statistics 
Computation of Engineering, 
Statistical, Mathematical 
and Scientific Problems 
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a FRE: BURROUGHS ELECTRONIC 
e DATA PROCESSING 

CENTRE. Whatever your account- 
ing or data processing problem, our 
centre can resolve it rapidly through 
the electronic speed and efficiency of 
the B205 and E101 computers. 

Available on a contractual basis for 
predictable recurring work loads or by 
the job for special peak loads or prob- 
lems, the computers may be operated 
by your own personnel. (Another serv- 
ice: we will train them in computer use 
and application.) Or if you choose, you 
may avail yourself of Burroughs expert 
operators—all pledged to confidence. 

Get all the benefits of computer 
accounting and data processing now. 
Just reach for the phone and call your 
local Burroughs office. 


If you are interested in discussing a professional sales 
career opportunity representing the most complete line 


of data processing equipment available in Canada, 
write Mr. J. L. Rapmund, General Manager, 
752 Bay Street, Toronto 2, Ont. 





Burroughs—TM 





Burroughs 


“NEW DIMENSIONS {| in electronics and data processing systems” 





NOTES AND 


COMMENTS 





C.1.C.A. Annual Conference 1960 


John A. Wilson, F.C.A. of Toronto 
was elected president of the Canadian 
Institute of Chartered Accountants at 
the Institute’s 58th annual meeting in 
Banff on September 12. A complete 
list of the new officers, Council and 
committees of the Canadian Institute 
for 1960-61 appears on pages 459 and 
460 of this issue. 


Conference Papers 

A tape recording was made of sev- 
eral of the sessions of the 1960 
C.I.C.A. Conference, and some of the 
papers given are available to mem- 
bers on request to the Canadian Insti- 
tute offices, 69 Bloor Street East, Tor- 
onto. 


Memorial Prize Announced 

To commemorate the service to the 
profession of the late Walter J. Mac- 
donald, the firm of Deloitte, Plender, 
Haskins & Sells, of which Mr. Mac- 
donald was senior partner, has estab- 
lished an annual award for the best 
article, other than a reprint or speech, 
written by a member to appear in 
The Canadian Chartered Accountant. 
To be known as the Walter J. Mac- 
donald Memorial Award, it will con- 
sist of a cash prize of $500 together 
with a tangible token and will be 
given in the first instance for the best 
article published in the issues from 
August 1961 to June 1962 inclusive. 
Presentation of the award will be 
made at the 1962 annual conference. 
Rules governing the award will be 
published in a forthcoming issue. 


Future C.I.C.A. Conferences 
1961 — from September 24 to 27 at 
the Royal York Hotel, Toronto. 


1962 — from August 26 to 29 at the 
Lord Beaverbrook Hotel and the Uni- 
versity of New Brunswick, Frederic- 
ton. 


Public Relations 

The Committee on Public Relations 
of the Canadian Institute recom- 
mended to the Executive and Coun- 
cil that the present committee be re- 
constituted on a national basis so that 
there will be representation from each 
section of Canada. 

At the Executive and Council meet- 
ings in Banff, R. D. Mackenzie, chair- 
man of the Public Relations Commit- 
tee, was instructed to proceed at once 
with the reorganization of his com- 
mittee. The new committee will un- 
dertake to formulate a public relations 
policy for the Institute and make 
specific recommendations to the 
spring meeting of the Executive and 
Council in May 1961. 


Study of Oil Accounting 

Under the sponsorship of the 
C.1.C.A. Research Committee, a 
group of Calgary chartered account- 
ants are studying the principles and 
practices of oil accounting, with the 
aim of achieving a greater degree of 
uniformity. Members of the group 
are A. G. Burton, J. S. McGibbon, T. 
S. M. Gard, W. K. Tanner, R. F. Phil- 
lips, D. R. Hagerman, F. J. Mair, H. 
W. Bliss, J. G. Hutchison, R. P. Alger, 
D. A. MacGregor and V. C. Morrison, 
with W. F. Anderson as the liaison 
with the Research Committee. 


Examination Results 
The Board of Examiners-in-Chief 
will meet in Toronto on November 3, 
4 and 5 to review the results of the 
Continued on page 370 
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DO YOU KNOW? 


Questions 

1. An insurance declaration in a will is considered 
to apply only to insurance in force at the date 
of the will, not to insurance effected there- 
after. 
The interest portion of all annuities is subject 
to income tax upon receipt by the annuitant. 
Life insurance proceeds payable at the death 
of a person under a policy owned by his em- 
ployer or former employer to anyone other than 
such owner are includable in the value of the 
deceased's estate for estate tax purposes. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 


estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers 
1. True, even though a will generally speaks from the date 
of death. 


. False. Annuities purchased prior to May 25, 1932 and 
between May 25, 1932 and June 25, 1940 are respective- 
ly allowed certain exemptions on their interest element. 

. True, although normally ownership is the test under the 
estate tax act. 
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Handbook on 
CANADIAN 
COMPANY LAW 


This work is designed as much for the ac- 
countant or company director as for the 
lawyer. It contains in broad outline the law 
applicable to companies formed under the 
Dominion Companies Act and the corres- 
ponding Acts of each province. All amend- 
ments to the Companies Acts up to May 
1960 are included. 


The book is well written, and the material 
in it is of prime importance to accountants 
in both professional and company practice. 
If kept on the desk it will referred to 
time and time again. 


5th edition by J. L. Stewart, Q.C. $13.50 
THE CARSWELL CO. LTD. 


145 Adelaide Street West, 
Toronto 1. 
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1960 uniform examinations. It is ex- 
pected that the results will be releas- 
ed later in November. 


1961 Examinations 

The 1961 uniform intermediate and 
final examinations will be written on 
June 20, 21, 22, 23, 26 and 27. The 
timetable will be published in a fu- 
ture issue. 


President Addresses AICPA 

A strong plea for accountants in the 
United States, Canada and Great Bri- 
tain to live up to their responsibilities 
in providing leadership to the world 
in the accounting profession was 
stressed by John A. Wilson, F.C.A., of 
Toronto, C.I.C.A. president, speaking 
before 2,500 delegates at the 73rd an- 
nual meeting of the American Insti- 
tute of Certified Public Accountants 
in Philadelphia on September 27. 

In emphasizing the importance of 
moral and ethical responsibility as 
well as technical skill, he urged self 
examination of present practices in or- 
der to find a common denominator to 
enable the three countries to bring 
about uniform standards within them- 
selves and present a united front to 
the rest of the world. “My travels 
have taught me that Great Britain and 
the United States of America are now 
recognized leaders in professional ac- 
counting in the world, but we have 
developed in Canada considerable 
original accounting thoughts of our 
own besides keeping in close touch 
with developments elsewhere”, he 
said. 

Mr. Wilson added: “We are pre- 
sently going through an important 
change in international affairs as they 
relate to the accounting profession. 
We see many business men looking to 
Europe and Asia for expansion of 
their operations. This has also 
brought about the expansion of the 
responsibilities of professional ac- 
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LOOK AROUND YOU 


Retailers, wholesalers, bankers, truckers, 
brokers—businesses large and small depend 
on their Telephone Company for communi- 
cations in every form: not only telephone, 
but also teletype for every kind of written 
message; long distance data processing, tele- 
metering for control of equipment; telephoto 
for transmitting pictures and drawings... 
in short, almost any form of communication 
—instantly—anywhere! 

Just like your voice, all these messages 
travel over the complete microwave and cable 
network built and operated by your Tele- 
phone Company and The Trans-Canada 
Telephone System*. And wherever there is 
a telephone your Telephone Company can 
serve you with any other form of tele- 
communications! 

To increase the efficiency of your business, 
have a communications analyst give you all 
the details. No obligations, of course—just call 
YOUR TELEPHONE COMPANY. 


For TOTAL COMMUNICATIONS 
to anyone...anywhere...in any form 
your business can depend on 


TELEPHONE LINES 


TELETYPE...TELEMETERING... 
VOICE...DATA PROCESSING... 
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*THE TRANS-CANADA (ap TELEPHONE SYSTEM 


links Canada’s ten provinces through the facilities 
of the eight major Canadian telephone companies, 
providing the only complete nationwide telecom- 
munications network for every communications 
need and connecting with telephone companies 
throughout the continent and abroad. 


The Avalon Telephone Company, Limited—Maritime 
Telegraph and Telephone Company, Limited—The New 
Brunswick Telephone Company, Limited —The Bell Telephone 
-Company of Canada— Manitoba Telephone System — 
Saskatchewan Government Telephones— Alberta Government 
Telephones—British Columbia Telephone Company. 
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countants to include operations in far 
distant countries. I would venture to 
say that the interest by members of 
the profession in North America in 
international accounting problems is 
at the highest point it has ever been.” 

If our profession is to reach the ma- 
turity we crave, it must learn not only 
to become proficient technically but 
to develop that solid integrity which 
means what it says — absolute relia- 
bility for independence of thought 
and judgment and, what is even more 
important, integrity between one and 
the other within the profession, said 
Mr. Wilson. “I am convinced that 
recognition of our responsibility to 
each other is the key to success in 
building a profession. If we are go- 
ing to get anywhere in achieving in- 
ternational standards, we must find a 
common denominator between coun- 
tries which is reasonable and work- 
able. It calls for serious reappraisal 


of our ‘generally accepted accounting 


>” 


principles’. 

Mr. Wilson emphasized the need 
for continually examining our canons 
of principles and practice to find out 
if we are keeping pace with other de- 
velopments in the world and with the 
needs of accounting as a tool of busi- 
ness and finance. “Surely, if we are 
to ever achieve international stand- 
ards, the logical place to start would 
be with the United States, Britain and 


$23.000 


Canada. If we can put our heads to- 
gether and find common ground on 
which to build, it will be a natural 
springboard for developments in other 
countries,” he said. 


Committee Meetings 

Oct. 19 — Sub-Committee on Ac- 
counting and Auditing Research in 
Montreal; chairman, H. I. Ross. 

Oct. 21 — Magazine and Publica- 
tions Committee in Toronto; chair- 
man, W. G. Ross. 


8th International Congress of 
Accountants 

The dates of the 8th International 
Congress of Accountants, to be held 
in New York City, will be from Sep- 
tember 21 to 30, 1962. 


GNP Declines 

The gross national product, sea- 
sonally adjusted, declined by about 
1.5% from the first to the second quar- 
ter of 1960, down to an annual rate 
of $35,048 million. The decline, a 
mainly physical one with prices sub- 
stantially unchanged, is the first in- 
terruption in the upward course of 


the economy since the first quarter of 
1957. 

Main causes in the reversal of the 
output trend were in the decline of 
exports of goods and services (down a 
seasonally adjusted 8%), and the re- 
duced domestic demand created by 
lower spending on new housing, in- 
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dustrial plant and equipment, and a 
$300 million contraction of business 
inventories. These declines were 
only partially offset by a substantial 
recovery of consumer spending fol- 
lowing the weak first quarter. 


Tax Foundation Conference 

The first three-day conference in 
the history of the Canadian Tax 
Foundation will be held from Novem- 
ber 14 to 16 at the Royal York Hotel, 
Toronto. More than 20 topics will be 
discussed in papers and panels by ex- 
perts from business, the legal and ac- 
counting professions, the universities 
and government. 


Commerce Course Anniversary 
Lectures 

A special series of public lectures 
will mark the 50th anniversary of the 
Commerce and Finance Course at the 
University of Toronto. The series is 
being given on Thursdays at 4 p.m. in 
the Great Hall of the Economics 
Building, 273 Bloor St. West, Toronto. 

The lecturers, all graduates of the 
course, are R. F. Chisholm, executive 
vice-president, Dominion Stores Ltd. 
(Nov. 3), T. L. Avison, general man- 
ager, investment division, Canadian 
Bank of Commerce (Nov. 10), W. 
A. Bean, vice-president and general 
manager, Waterloo Trust & Sav- 
ings Co. (Nov. 17), H. C. Dell, 
F.C.A., Clarkson, Gordon & Co. (Nov. 
24) and W. O. Twaits, president, 
Imperial Oil Ltd. (Dec. 1). 


Continuing Education in B.C. 
As part of a policy for developing 
a program for continuing education 
for chartered accountants, two simul- 
taneous one-day seminars will be of- 
fered in Vancouver on November 10 
to members of the B.C. Institute by 
the Technical, Research and Continu- 
ing Education Committee of that In- 
stitute. The seminars will pursue the 
topics of (a) accountants’ fees, and 
Continued on page 374 
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Portfolio Management 


Accounts entrusted to our care are kept under con- 
stant supervision by our Portfolio Department work- 
ing in close conjunction with our Research staff. 


This service includes quarterly reviews and 
valuation of holdings. Clients are kept informed of 
important financial and corporate developments 
which affect their interests. 


Your enquiries are invited 


Greenshields & Co Ine 


507 Place d’Armes, Montreal 
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(b) fixed and variable costs, and their 
role in management decisions. Regis- 
tration in each seminar will be re- 
stricted to 35, and participants will 
be expected to devote a minimum of 
10 to 15 hours of preliminary study 
of reading material which will be 
supplied. 


Saskatchewan Seminars 


Seminars for accountants in Regina, 
Moose Jaw, Swift Current and Este- 
van were conducted in early October 
by Systems Equipment Limited to in- 
form the profession in those areas on 
recent developments in accounting 
systems and equipment. 


In the News 


G. Gtassco, O.B.E., F.C.A. 
(Ont.), has been appointed chairman 
of a three-man Royal Commission on 
Government Operations. The Com- 
mission is designed to streamline op- 
erations of the federal government 


and to effect economies compatible 
with efficiency. 

H. I. Ross, C.A. (Que.), has been 
appointed a member of a three-man 
Royal Commission established by 
Premier Jean Lesage of Quebec to 
probe the administration of the Na- 
tional Union government during the 
last five years it was in office. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., Sept. 30, 
1960: 

Australia (pound) 2.20%; Belgium 
(franc) .01965; Denmark (kroner) .1425; 
France (franc) .2002; Germany (d. mark) 
.2350; India (rupee) .2070; Italy (lira) 
.00159; Mexico (peso) .0786; Netherlands 
(guilder) .2600; New Zealand (pound) 
2.75%; Norway (kroner) .1377; Sweden 
(kronor) .1900; Switzerland (franc) .2278; 
Union of South Africa (pound) 2.75%; 
sterling in Canada, 2.74%-2.75%; sterling in 
New York, 2.81-2.81%; U.S. dollars in Can- 
ada, 2%-2% discount. 
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le Like a dam, a business transaction isn’t worth much 
until it’s completed ... when the invoice is paid. After your 
clients have made the sale and the shipment, AMERICAN 


- CREDIT INSURANCE helps them finish the job... completes 
os their profit cycle... protects their capital investment in 
z accounts receivable. 
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The one thing that permits deeper market penetration 
is security ... the security of commercial credit insurance. 
1€ AMERICAN CREDIT INSURANCE facilitates sales progress... 
helps companies add more new customers, sell more to 
present customers...by elevating lines of credit with 
security and stability. 
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Make clean dry copies 
of financial statements 
and accounting records 
on white bond stock 


Aa Just 4) seconds 


With a ““THERMO-Fax’”’* Copying Machine you can now make 
up your financial statements on snow-white bond copy paper. 
In fact, ‘“THERMO-FAx”’ white bond is ideal for accounting 
records and all the paperwork around your office. And a 
**THERMO-FAx”’ Copying Machine offers endless time-saving, 
cost-saving advantages. Take for example, speed... copies 
in just 4 seconds because of its simple, one-step operation. 
All-electric, completely dry, with no messy chemicals or 
bothersome negatives to slow you down. Error-proof too! 
Saves hours and hours of typing. There are many more 
benefits . . . call your local xepresentative or write for fur- 


ther information. 
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Be Objective... 


In our opinion, investment should be objective. It should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate . . . then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth . . . then design 


your fund that way. 


Plan your investment fund to accomplish your purpose .. . be 


objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 


MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA WINNIPEG CALGARY 
LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES OWEN SOUND QUEBEC 
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Editorial 


THE VALUE OF INTERIM STATEMENTS 


Ir 1s Now generally accepted that interim financial statements are 
valuable to shareholders, to prospective shareholders and to compan- 
ies. They are valuable for at least three reasons. In the first place, 
shareholders should have complete confidence in the companies in 
which they invest. Such confidence can only be built on fair infor- 


mation rendered sufficiently frequently to maintain continuity. 
Secondly, prospective shareholders should have a proper opportunity 
of valuing the worth of shares in which they propose to invest. The 
lack of current information is obviously a substantial handicap. 
Thirdly, the fiduciary relationship of directors to their shareholders 
is made more difficult by the possession of important and confidential 
information for long periods of time. It is, of course, the responsi- 
bility of directorship to accept the burden of such confidential in- 
formation. Frequently this information must confront directors with 
the difficult decision as to whether or not it may be used for their 
own gain. When shares are sold to or purchased from existing share- 
holders by a director, the question may arise as to whether the di- 
rector has, in fact, taken advantage of information necessary to his 
office with a consequent loss to the individual shareholder. It must 
not be assumed that this does occur in all transactions between a di- 
rector and another shareholder. This responsibility is greatly light- 
ened by the frequent publication of financial information. 

The desirability of interim statements is seldom denied, even 
though the practice is followed by less than one-quarter of Canadian 
public companies. The reasons generally stated against such publica- 
tion are the rendering of assistance to competitors or misleading 
one’s shareholders. The first of these is to some extent answered by 
the fact that 99% of the companies listed on the New York Stock 
Exchange now publish interim results (93.5% quarterly and 5.5% 
semi-annually). If the disadvantage had been serious, the companies 
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might have abandoned the New York Exchange in favour of others 
where the requirements were less stringent. 


It seems unlikely that shareholders could be misled if compara- 
tive results are given, with explanations of unusual variances. The 
usual practice is to publish comparative results quarterly, with an 
explanatory comment from the company’s president. Should the 
business be seasonal, the comparison is valid and any abnormality 
can be explained in the president’s remarks. Exceptions are permit- 
ted on the New York Exchange for the few companies which deal 
in annual crops or for other reasons produce all their income in a 
few months of the year. These number only about 1% of the total 
listings. 

In October 1955 Frank S. Capon wrote an article for The Cana- 
dian Chartered Accountant on the need for interim financial state- 
ments in Canada. He said that, at that time, Canadian companies 
were falling behind their American neighbours in providing informa- 
tion to shareholders. Since American investors were accustomed to 
receiving frequent reports of the activities of their companies, they 
would naturally wonder why they did not receive as much informa- 
tion about any Canadian companies in which they might have invest- 
ments. At that time the situation in the United Kingdom was much 
the same as in Canada. Only a very few companies there were is- 
suing interim reports to their shareholders. The Accountant of No- 
vember 5, 1955, carried an article by R. F. Tetley pointing out the 
need for more frequent reporting in that country. Since 1955, in both 
Canada and the United Kingdom, the trend has been towards interim 
statements, but neither country is as yet doing as well in this re- 
gard as the United States. 

In the autumn of 1959 the Montreal and Toronto Stock Ex- 
changes encouraged their listed companies to publish interim results. 
While the extent of publication is now less than 15%, they received 
assurances from many companies which, if effective, will probably 
bring the total to about one-quarter. On reaching that point the 
Exchanges might well consider it useful to require an undertaking 
from all new listings that interim results be published and shortly 
thereafter bring the present listings into line by compulsion. Na- 
turally any rule of this nature should permit a few exceptions. 

It is difficult to understand why many boards of directors hesi- 
tate to authorize publication of interim results. It is perhaps easier 
to understand the reluctance to report sales figures. Inevitably, both 
will occur, and the earlier accomplished, the more that can be said for 
the responsibility of Canadian corporate management. This is par- 
ticularly true if it is achieved without the compulsion of law. 











LESLIE F. N. 


Because product planning can mean 
many things to many people, it is 
advisable to start with a definition. 
Crowell’s “Dictionary of Business 
and Finance” defines it as “The pro- 
cess of designing, selecting, and ob- 
taining the proper products for manu- 
facture and sale. It includes not 
only production design, but the 
choice of styles, sizes, types, etc. of 
product, and the pricing of the pro- 
duct to assure the maximum profit- 
able sales volume. In effect, it is the 
manufacturing counterpart of mer- 
chandising planning.” 

Every organization that sells or 
makes, or does both, must engage 
in product planning at some time. 
No organization can afford to stand 
still. Existing products must be re- 
designed, or new products developed 
and added to a line, or a whole new 
activity opened up through diversi- 
fication. 

Insufficient attention has been 
given in the past to certain aspects 
of the product-planning function. 
Surveys have shown that, in the 
packaged goods field at least, four out 
of five new products fail through 
lack of planning. Failure, in some 
form, could easily be as high in 
other product fields. 


The function of product planning 


Product Planning 
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may be divided into three distinct 
stages of activity: 

1. Creative stage. 

2. A feasibility study. 

3. Product introduction. 

The creative stage, as its name im- 
plies, is the area in which ideas for 
new products or improvements and 
modifications to existing ones are 
conceived and proposed. 

The feasibility study then exam- 
ines the proposals for practicability 
and suitability to local conditions. 

Product introduction follows log- 
ically from the findings of the feas- 
ibility study. 


Responsibility 

Product planning may be the re- 
sponsibility of one person in a small 
organization or a planning committee 
in a large one. 


A planning committee should in- 
clude those who will be responsible 
for the introduction of products. It 
should consist of representatives of 
the three functions, marketing, man- 
ufacturing, finance, as well as re- 


search if such a department exists. 


The product-planning committee 
is chiefly responsible for the activi- 
ties in the three stages previously re- 
ferred to, although all members of 
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the organization should be encour- 
aged to participate in the creative 
stage. This can be done by offering 
an incentive through the medium of 
a “suggestion scheme”. The ability to 
conceive ideas is not confined to 
selected individuals, and all available 
sources should be tapped. 


Creative Stage 


In the creative stage new products 
are “dreamed up” and existing pro- 
ducts modified. 

Primarily it is the responsibility of 
the marketing and research members 
of the planning committee to do the 
creative thinking, since the nature of 
their work places them in the most 
advantageous position for this. 

The process should be continuous 
rather than spasmodic. Only in this 
manner can the market information 
and intelligence be maintained which 
is necessary for discovering openings 
for new products and trends in exist- 
ing ones. 

The use of new or substitute ma- 
terials must come within the com- 
pass of the creative stage. This aspect 
has been to the fore in recent years 
with the enormous growth in the 
use of synthetics. New materials may 
have an impact on eye appeal, usage 
or production cost, and are there- 
fore everybody’s business. 


Feasibility Study 

When promising ideas have been 
produced, they are passed to the 
planning committee who then study 
their feasibility. The study is usual- 
ly conducted from the three aspects 
of marketing, manufacturing and 
finance. 


Marketing 


In product planning, by far the 
most important function is that of 


marketing because most of the 
failures, previously referred to, may 
be attributed to faulty marketing 
rather than manufacturing or finan- 
cing problems. It is recognized that, 
to have a good chance of success, 
certain steps must be taken in plan- 
ning new products or redesigning old. 


The Market 

A thorough assessment must be 
made of the market in which the pro- 
duct is to be sold. This assessment 
can be made under three headings: 

1. Size and location of market. 

2. Consumer preferences — size, 

style, colour, etc. 
3. Competition. 


An assessment of the size and loca- 
tion of the market is necessary to de- 
termine the probable and possible 
demand for the product, and the pro- 
duction facilities required. 

How often has capital been invest- 
ed in plant without any knowledge or 
estimate of the market’s ability to ab- 
sorb the output! A sound assessment 
is a methodical substitute for the 
“seat of the pants” approach. 

Equally important is information 
on the buying habits of the ultimate 
consumer. The designing of the pro- 
duct must be done with these in 
mind; otherwise the result may be an 
unsaleable product. 

Again, in offering a new product to 
the market, the product must have 
some reason for the consumer to pur- 
chase it in preference to alternative 
products. There must be a differ- 
ence, in some form, and the differ- 
ence must be saleable. This requires 
an analysis of competitive products, 
not only of their attributes, but also 
prices, discounts, advertising support, 
etc. By this means weaknesses and 
strengths may be found, and oppor- 
tunities for differences established. 
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PRODUCT PLANNING 


Pricing 

The price at which the product is 
launched upon the market can be the 
deciding factor in its success or 
failure. While it is essential that the 
price cover costs, too often it is 
established to provide a given return 
on investment without regard to mar- 
ket conditions. If the required return 
can be exceeded, well and good. Un- 
fortunately, competition does not al- 
ways allow this to happen and, in the 
final analysis, usually sets the prices 
for us. 

In this day of branded products, 
when skilful advertising and promo- 
tion can create for a product a de- 
mand from a particular level of so- 
ciety, pricing must be done with an 
eye to the image already created for 
the company and its products. The 
correct pricing of the product en- 
hances its chance of success and is 
the logical responsibility of the mar- 
keting division. The final decision 
whether the price is practicable and 
attractive is naturally the responsi- 
bility of top management. 


Distribution 

The channel of distribution through 
which the product is to be offered to 
the consumer can also be a vital 
factor in the success of any new 
product. 

One objective of the product plan- 
ning might be to provide the sales 
force with an additional line, in 
which case the suitability of the line 
must be determined. The technical 
knowledge and training required for 
its promotion may demand salesmen 
of a different calibre from the present 
staff. 

Customs of the trade need to be 
examined with a critical eye. With 
the changing patterns in distribution 
which have taken place in recent 
years, trade customs have been fre- 
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quently broken, with consequent 
profit to those who have approached 
the distribution problem with some 
original thinking. Conformity to exist- 
ing trade channels is not always 
necessary or desirable, and a de- 
parture from precedent may provide 
the difference necessary to “sell” the 
customer. The important thing is that 
the implications of the proposed 
course of action should be studied 
and their effect assessed. 


Product Testing 

Although much market research 
and analysis may be done in the plan- 
ning of a product, it is unlikely that 
customers’ reactions can be antici- 
pated or measured in their entirety 
without some tangible experience of 
the product. For this reason, it is ad- 
visable to test the product with the 
consumer. 


Testing may be done at various 
stages in the product’s development, 
or when the final product has been 
decided on, but prior to production. 
At the intermediate stages, it may 
be done with small groups to weed 
out obvious defects. In the final 
stages, however, testing in test mar- 
kets is advisable. Not only does this 
give customer reaction to the pro- 
duct, but it also enables an assess- 
ment to be made of the degree of 
consumer acceptance, and can form 
the basis of a sales forecast and bud- 
get. 

When promoting in a test market, 
one rule to observe is that the degree 
of sales effort, promotion and adver- 
tising should be proportionate to 
that which will be possible in the 
whole market in which the product 


_is finally to be sold. Sometimes, in 


an effort to prove that planning has 
been correct, an excessive amount of 
promotion and advertising is launch- 
ed in the test market. This produces 
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misleading results because, when pro- 
jected to total market requirements, 
the promotion and advertising bud- 
gets may become astronomical and 
prove uneconomic at any foreseeable 
level of sales. 

The value of market testing can- 
not be over-stressed. It may mean 
additional time and money, but the 
reward is a greater chance of suc- 
cess and much less risk of financial 
loss. 


Manufacturing 


In product planning the manufac- 
turing function is concerned with the 
requirements in terms of machine 
type and machine time. 

If there is idle capacity in the 
plant, it is desirable to integrate the 
production with that of existing lines. 
This is sometimes difficult to achieve. 
The idle capacity may occur at cer- 
tain periods of the year, particularly 
in Canada, and the objective of 
such product planning is to obtain 
year-round plant activity. This aim 
is not always compatible with that of 
the marketing staff who may wish to 
market a product with a seasonal de- 
mand similar to existing ones, which 
would increase rather than decrease 
the imbalance of manufacturing load. 

When processes have been de- 
cided, the requirements of men, ma- 
terials and machines have to be de- 
termined, plus the additional space 
needed to house the processes and 
the increased inventories of materials, 
work in process and finished goods 
which naturally result. 


Rough estimates of production 


costs can be prepared. If the pros- 
pects still look attractive and profit- 
able, then trial batches may be pro- 
duced for the market test previously 
advocated. 

The experience of producing the 
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trial batch will enable the estimated 
direct production costs to be refined; 
also, if the market test is successful, 
a sales forecast should be possible 
permitting more accurate apportion- 
ment of overhead than hitherto. 


Finance 

The financial aspects of product 
planning relate to increases in fixed 
and working capital. Items of fixed 
capital would be increased invest- 
ment in buildings and machinery, 
while working capital increases 
would result from increases in ac- 
counts receivable, accounts payable 
and inventories. 

While these observations may seem 
obvious, in practice it often happens 
that the financial considerations exert 
unforeseen controls on operations be- 
cause of inaccurate sales forecasts or 
lack of adequate marketing planning. 
The result is a demand for capital 
which the organization is unable to 
supply. 

With the introduction of any new 
product, a certain investment in mar- 
keting must be anticipated. This may 
comprise the training of salesmen 
and expenditures on advertising and 
sales promotion above the normal 
marketing expense ratio. When plan- 
ning the introduction, it is usual to 
set a period of time over which it is 
expected to recoup these expenses. 


Product Introduction 

When the market tests and the 
other phases of. product planning 
show that the product is marketable 
and feasible, the decision by top 
management to proceed with the pro- 
ject can be made with some degree 
of assurance of success. If the feasi- 
bility study has been thoroughly car- 
ried out, then most of the information 
required to launch the product is 
already available. 
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PRODUCT PLANNING 


The scale on which the product is 
to be launched will be controlled by 
one or more of three factors: 

1. The power of the market to ab- 

sorb the product. 

2. The capacity of manufacturing 

facilities to produce. 

3. Capital available to finance. 


One cannot generalize on the rela- 
tive importance of these three factors. 
It can only be said that power of the 
market to absorb the product is very 
often the deciding factor, intentional- 
ly or unintentionally, and inability to 
penetrate the market is the chief 
cause of failure. 

When the scale of the project has 
been decided, the next important 
factor is timing. 

Here again marketing should set 
the pattern by establishing the date 
on which it is most desirable to intro- 
duce the product to the market. With 
this date as a base, the program of 
introduction may be worked back 
through production time require- 
ments, and lead time for raw ma- 
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terial procurement, to the start of 
operations, and training in the manu- 
facture and sale of the new line. 

For certain types of products, par- 
ticularly those which rely on style, 
market testing has to be limited or 
entirely eliminated in order not to di- 
vulge confidential information in ad- 
vance. However, with these style 
products, producers tend to dictate 
design rather than meet a demand, 
and success depends on shrewd judg- 
ment of what the buyer will accept. 

Also, with some products it is not 
practicable to make trial production 
runs and conduct market tests. In 
these circumstances, more emphasis 
must be placed on other phases of 
market research, such as investigation 
and analysis of competitive products, 
in order to obtain as accurate a 
picture as possible of market tastes 
and preferences. 

Product planning cannot guarantee 
success for every product launched, 
but it can reduce considerably the 
chance of failure and the risk of 
financial loss. 


What Is Democracy? 

The noblest word yet thought of to describe a social state suited to the 
physical, mental and spiritual qualities of mankind is “democracy”. 

The democratic idea is that government should be based on the con- 
sent of the people, who should have the right to select men and women to 
conduct their national business; that authority should reside in the majority; 
that the first duty of government should be to preserve civil liberties. 

However, democracy is much more than a form of government: it is a 





kind of society. It demands more than forms: it requires spirit. It is made 

up of legal practices like elections and trial by jury; but also of attitudes 

like tolerance and fraternity, and processes like cooperation and discussion. 
The method of democracy is to’ rely upon the judgment of a well- 

informed citizenry. It is, in Abraham Lincoln’s words: “Patient confidence 

in the ultimate justice of the people.” 

—Royal Bank Monthly Letter, August 1960 








Buying Out a Stockholder 


IT MAY BE PROVOCATIVE to suggest 
that there are considerations more im- 
portant than price when buying out 
a stockholder. These considerations 
vary between public and private com- 
panies. This article will, therefore, 
restrict itself to a discussion of some 
of the questions to be asked prior to 
the acquisition of share control in a 
private company. 

Obtaining share control of a com- 
pany may well be described as a 
quick method of getting into business. 
Should not many of the same ap- 
praisals be made as if you were start- 
ing up a business of your own? Your 
first task is to ensure that a sound 
business exists, and the second is to 
satisfy yourself that the asking price 
is fair and reasonable in the circum- 
stances. 


Enquiries to Make 


Reason for Acquiring Share Control 


If purely for investment purposes 
and you do not anticipate managing 
the company, the capabilities of the 
existing or proposed management 
will become of vital importance. If, 
however, you intend to take an active 
part in management, carefully ap- 
praise your own abilities and experi- 
ence. Business failures are more often 
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caused by poor management than by 
excessive purchase prices. 


Type of Business 

Give careful thought to the type 
of business you are getting into. Does 
it require special skills and knowl- 
edge? Have business connections 
played an important part and, ac- 
cordingly, will you have at least as 
good a chance of success as your pre- 
decessor? 


Market Potential 


What is the sales or gross revenue 
potential of this business? What per- 
centage of local consumer spending 
could its products or services attract? 
This information is often available 
from trade organizations, statistical 
bureaus, wholesale firms, etc. Deter- 
mine the extent to which the products 
or services enjoy public acceptance 
and the effect of competition. Is the 
location desirable, and will it be affect- 
ed by future local development? In 
short, estimate, as accurately as you 
can, the present and _ subsequent 
share of the market available to this 
particular business. 


Source of Supply 


Are there any adverse economic 
conditions which may affect the 
supply or cost of raw materials or 
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goods for resale? If the business is in 
agency form, investigate the standing 
of all contracts with principals to en- 
sure that a change in agency share 
control will not invalidate them. 


Fixed Assets 

If fixed assets are material in rela- 
tion to total assets, obtain an inde- 
pendent appraisal which will disclose 
the fair market value, replacement 
costs, obsolescence factor and esti- 
mated useful life. Do excess building 
hazards or the type of construction 
cause an inflation in insurance costs? 
Do the land and premises allow for 
future expansion? If not, when might 
this occur and what costs may be 
involved? 


If property is under lease, scrutinize 
all lease clauses paying particular 
attention to the expiry date and 
whether or not the lease carries a 
right to renew. 


Management and Key Personnel 


Are you temporarily satisfied as to 
the capabilities of key personnel? If 
so, are salaries, incentive programs 
and security benefits now in effect suf- 
ficient to retain this group? Do thev 
participate in profits or hold stock 
options? Carefully appraise this hu- 
man factor in all respects because on 
it will depend the future success of 
this company. 


Labour Pool 

What proportions of skilled and un- 
skilled labour are required? What is 
the turnover and are workmen readily 
available? Is the labour force union- 
ized and if so, when do present con- 
tracts expire? Are present wage 
scales competitive or might an up- 
ward revision be necessary? 

To this point you may thus have 
appraised the physical assets of the 
company, weighed the market po- 
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tential and satisfied yourself that com- 
petent personnel are available to carry 


on the operation. Following this 
broad analysis, a detailed financial 
investigation should be made. Gen- 
erally speaking, it will be advantage- 
ous to employ your own professional 
accountant and solicitor. They will 
seek to obtain the information re- 
quired by first contacting the com- 
pany’s auditor and solicitor and sub- 
sequently performing such independ- 
ent verifications as they consider 
necessary in your best interests. 


The more important steps in this 
investigation might be as follows: 


Financial Investigation 


Prerequisites 


Copies of audited financial state- 
ments for the last five years or more 
together with copies of all legal agree- 
ments, articles of incorporation, by- 
laws, minute book, etc. are obtained. 
If audited statements have not been 
prepared, it may be necessary to have 
an audit performed for at least the 
last fiscal year of operations and up to 
the month end prior to purchase. 


Comparative Operating Results 

A five-year comparative operating 
statement should be drawn up show- 
ing, amongst other things, salaries 
paid to shareholders, fixed and vari- 
able expenses, non-recurring income 
and expense, percentages of gross and 
net profit to sales, earnings per share 
and any other special items which 
you may wish to bring out. The profit 
trend, whether going up or down, is 
most significant. 


Statement of Source and Application 
of Funds 

This statement, prepared for each 
of the five years, will pinpoint the 
changes in working capital which 
have occurred. 
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Working Capital 

Bearing in mind that your purchase 
price will not usually be invested in 
the business, the company’s present 
working capital deserves careful 
scrutiny. In so doing, the liquidity of 
all current assets must be established. 
Certain tests can be applied. For 
example, the percentage of accounts 
receivable to annual sales or revenue 
will indicate collection policies and 
also the number of months of charge 
business still on the books. Inventory 
turnover per year, obtained by divid- 
ing the inventory into annual cost of 
sales, is a useful ratio in estimating 
the time required to convert this asset 
to cash. Contrariwise, current liabili- 
ties should be analyzed to determine 
the amount due in 30 days or in sub- 
sequent months throughout the year. 


If the liquid position is dangerously 
low, it may be necessary to inject new 
capital into the business either on a 
short or long-term basis. If borrowing 
must be resorted to, the added in- 
terest cost will, in part, reduce future 
earnings. 

If, on the other hand, there is more 
than adequate working capital, this 
may partly solve the problem of pay- 
ment which we shall discuss later. 


Depreciation Policy 

A review of the depreciation ac- 
cumulated on the books and that 
claimed for tax purposes should be 
made. If accumulative figures are ma- 
terially different, proper effect there- 
to should have been given in the 
financial statements. Depreciation 
rates should also be weighed from 
the standpoint of a fair allocation of 
asset costs over their useful life. 


Short or Long-Term Loans 


If bank demand loans are owing, 
they may be secured in part by per- 
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sonal guarantees of the present share- 
holders. In addition, the bank may 
have obtained waivers on the with- 
drawal of shareholders’ loans. If you 
are unable to refinance this borrow- 
ing, it will be necessary to either ob- 
tain the consent of the bank to a 
transfer of guarantees, or to give the 
vendor an agreement of restricted 
control. Your solicitor should, of 
course, be called in to protect your 
legal position. 

If long-term loans are outstanding, 
terms of repayment, interest rates and 
the security held should be reviewed. 
It may be important, in your purchase 
scheme, to know exactly what assets 
are free of pledge and the extent of 
their loan value. 


Goodwill 

If goodwill and other intangibles 
appear as assets on the books, con- 
sideration must be given to their true 
worth and to the circumstances un- 
der which they arose. 


Share Structure 

Review the present authorized cap- 
ital of the company and the terms of 
issue. If preferred shares are out- 
standing which carry cumulative divi- 
dends and contingent voting rights, 
ascertain the present legal position in 
this respect. 

Bear in mind too that, in simply 
acquiring control, you are also acquir- 
ing a minority group which can 
either be of great assistance or cause 
considerable difficulties. If you are 
already in control of other corpora- 
tions and deem it necessary to ac- 
quire control of the prospective com- 
pany, you may be faced with an in- 
creased tax cost in your new company 
because it would, under recent 
amendments to the Income Tax Act 
(Bill C-68), become associated, for 
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tax purposes, with your other control- 
led corporations. The division of con- 
trol between you and persons with 
whom you do not deal at arm’s length 
would not solve this problem. Ac- 
cordingly, if the increased tax cost is 
unavoidable, due allowance should 
be made for it in estimating future 
earnings of the company. 

If your predecessor contemplates 
the retention of a few shares, he will 
probably resign as a director after 
you acquire control, in order to min- 
imize his personal liability. 


Surplus or Deficit Position 

Analyze this account and directly 
confirm the undistributed income sub- 
ject to income tax or the accumulated 
deficit available for tax purposes. 
Non-taxable capital gains and/or 
tax-paid undistributed income should 
be removed from the totals and listed 
separately. 

If the company has suffered losses, 
and this is one of the purchase attrac- 
tions, due to the possible carry for- 
ward of prior losses against future 
profits, obtain professional advice .as 
to whether or not you will be carrying 
on the same type of business under 
the Income Tax Act. If not, the de- 
duction of prior losses may be denied. 

Section 27(5), a 1958 amendment 
of the Income Tax Act, dealing with 
the application of sec. 27(1)(e), 
specifies that if both a change of 
ownership (more than 50%) and a 
change in the type of business occur, 
prior losses will not be allowed to 
reduce future taxable income. Change 
of ownership apparently refers to the 
acquisition of any type of share (vot- 
ing or otherwise) by persons who 
were not shareholders at the end of 
the year in which the loss was in- 
curred. Assuming that you were 
not a shareholder during the preced- 
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ing years in which losses were incur- 
red and that, in acquiring control, 
more than 50% of all issued shares 
changed hands, it is obvious that in 
order to retain the right to carry for- 
ward prior losses, the company must 
carry on the same type of business as 
before. Once this has been estab- 
lished, there is nothing to prevent you 
from enlarging your scope of opera- 
tions and having the company earn 
income from different types of busi- 
ness against which the prior losses 
will still apply. The case law on this 
very important section is limited due 
to its recent enactment. 


Income Tax Position 

Ascertain the last complete year 
assessed for tax purposes. Inquire 
into any pending appeals against 
assessments, confirm the amount of 
unpaid taxes if any and ensure that 
the full liability is set up. In an agree- 
ment for purchase of share control, 
which is fundamentally based on a 
given set of facts and figures, it is 
usual to make the purchase price sub- 
ject to adjustment if liabilities (either 
direct or contingent), in addition to 
those recorded, become payable by 
the company. For this reason and due 
to the long period which may elapse 
before final settlement, a purchaser is 
wise to request terms on a substantial 
portion of the total price. In these 
circumstances, shares may be placed 
in trust, but voted by the purchaser, 
until the full purchase price is paid. 

Assuming that you are now armed 
with all of the pertinent facts, and 
have decided to go ahead, there re- 
mains but the task of agreeing on a 
price. Let us first look at it from the 


-vendor’s standpoint. His reasons for 


sale may be: 


1, Advanced age and no family or 
other connections to carry on. 
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2. A desire to convert a portion of 
his estate to cash for estate tax 
purposes. 

3. The attraction of a capital gain 
through sale of his shares. 

4. An over-extension of his other 
business activities creating a need 
for cash. 

5. To escape the continuing prob- 
lems of a company which has been 
losing money. 

Certainly, his reasons for sale will 
affect the bargaining position of both 
of you. 

From your standpoint you can now 
apply a few tests to assist you in 
arriving at a fair price. 


Determination of Price 


Assets Basis of Valuation 

On this basis, book values of assets 
are adjusted to fair market value and 
consideration is given to the tax 
liability on surplus. The actual tax 
cost of future surplus withdrawals de- 
pends on the anticipated salaries and 
other incomes of the shareholders 
and the tax rates then in effect. In 
many instances, however, and par- 
ticularly in the case of a going con- 
cern, a 15% deduction may be con- 
sidered reasonable. 

Having increased or decreased 
shareholders’ equity by the above ad- 
justments, it is a simple matter to 
determine the value per common 
share and, by multiplication, the value 
of the controlling shares being pur- 
chased. 

Where accumulated deficits are 
equal to or in excess of the issued 
capital it is a matter of grave doubt 
that the shares have any value at all. 
Your reason for purchase in these 
circumstances would presumably be 
the anticipated recouping of tax 
losses, but the inherent risk and future 
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struggle may not justify paying any- 
thing but a nominal price for this 
privilege. 
Capitalization of Earnings 

The estimated future earnings of 
the company should be calculated 
based on past results but adjusted by 
current economic trends and any 
other known factors which will cause 
a change in operating results. If you 
intend to manage or work in the com- 
pany, your own salary should be 
allowed as an expense but that of 
your predecessor will disappear. You 
now consider the purchase of a cer- 
tain number of years earnings, and 
the estimated annual earnings is 
simply multiplied by the number of 
years deemed appropriate in the cir- 
cumstances. The number of years or 
the “times earnings factor” is a subject 
in itself, but reference is made to it in 
the September 1959 issue of The Can- 
adian Chartered Accountant which 
contains an article dealing with this 
problem. 


Other Considerations 

There is no easy formula to the 
calculation of price. In the final 
analysis, it resolves itself to the 
amount at which the vendor will sell 
and the purchaser will buy. The im- 
portant thing is that you, as a pur- 
chaser, are provided with or obtain 
all of the information necessary to 
make an intelligent decision. 


Terms of Payment 

For reasons discussed earlier, it may 
be advantageous to spread the pur- 
chase cost over a number of years. In 
so doing, it is often possible to pay 
for the shares acquired out of earn- 
ings. Interest on the unpaid amount 
will not be allowed as a tax deduc- 
tion in the business but this may be a 
small price to pay for the protection 
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> | afforded. This method also appeals to along with salary bonuses or divi- 
his a purchaser who desires or is able to dends. Due to varying tax brackets, 
advance only the minimum of cash at it may be better to have your pre- 
the outset. It does, however, have the decessor declare dividends or bonuses 
a disadvantage common to most long- prior to sale. The resulting credits, 
ae term deals, of having the vendor re- which can be purchased along with 
; tain a vested interest so long as a part the shares, may provide the means of 
e of the purchase price remains un- carrying out a purchase scheme in- 
aA paid. volving little cash. 
uu On occasion, you may be able to nection 
1 raise the share purchase money by a ee i a 
“a an advance pledging of the business _ F oa ” - a pine it oo 
ef assets or shares. You might secure a @ evi ae ” ” ae to ele 
— private loan, obtain share control and Ut a stockholder ana t - eae + 
_ proceed to have the loan transferred YOU should pay cannot be reached by 
d to the company to be secured by mathematical processes alone. It is a 
5 assets free of pledge. Since the loan ™atter of discretion and sound vine 
if must be charged up to you, it will be €Ss judgment based on the results o 
: necessary to accumulate sufficient @ thorough fact-finding investigation. 
» credits by the end of the following Weigh the evidence carefully be- 
t year. If you acquired a loan payable fore making a decision. Then abide 
. to your predecessor, this can be used by it. 
\— 
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Nice But Useless 


Costs or statistics are only of value to management if through them 


management is to make better decisions. 


It is possible therefore to divide 





such statistics under three headings— those which management must have all 
the time, those that must be available if required, and those which are just 
nice to have. All too often one finds that statistics which truly come under 
this last category are asked for as being essential. Many years ago I re- 
member tracing the use of some figures which involved a lot of work in 
preparation, but which I could not see were significant. I followed these to 
the works manager's office where his confidential clerk told me that they 
went in the manager’s “black book” and anything which went in there was, 
in effect, sacred. I was still not satisfied, and on a later occasion buttonholed 
the manager to ask him what he did with these figures. He had no recollec- 
tion of having looked at them for years; in fact, he had forgotten that they 
were still put in his “black book”. 

— The Earl of Courtown, “The Stranglehold of Paper”, 
The Accountant, October 1, 1960. 


















What Does 
the Bank Rate 


Mean¢ 


ALISON MITCHELL 


THE BANK RATE is the rate of interest 
charged by the Bank of Canada (or 
any central bank) when it lends 
money to a chartered bank or to a 
dealer in the money-market. As the 
accompanying chart shows (see page 
394) this rate has varied a great deal 
in Canada during the past two years, 
moving from around 2% in June 1958 
up to nearly 64% in August 1959, and 
back down to 24% in August 1960. 
What is the significance of these 
changes, and why is the level of the 
bank rate important? 


Theory of the Bank Rate 


The classical theory of the bank 
rate comes from England. It was de- 
veloped during the long era of the 
gold standard, which came to an end 
with the great depression of the 
1930's. Generally speaking, under the 
gold standard, national currencies 
were not as directly managed as they 
are today by central banks. Rather, 
monetary changes and adjustments 
occurred more or less automatically 
in response to movements of gold. 
The currencies of most countries were 


directly linked to gold, and the gold 


reserves of a country provided the 
basis of its money supply and credit 
structure. If gold flowed out of one 
country, its reserves were reduced 
and its credit restricted. If gold 
flowed in, reserves were increased 
and credit expanded. 

Under the gold standard, the job of 
national monetary authorities was not 
to regulate monetary conditions di- 
rectly, but rather to encourage those 
adjustments in the economy which 
would help to maintain a desired 
level of gold reserves. In this respect, 
the level of interest rates was of par- 
ticular importance, because, other 
things being equal, if interest rates in 
one country rose above those in an- 
other, gold would flow into that 
country as investors sought to increase 
the yield on their funds. 

Most interest rates, of course, were 
settled by free market forces. The 
one important rate which was directly 
set by the monetary authorities was 
the bank rate. But this rate was a 
peculiarly significant one. This was 
not because the amount of money 
actually lent by the central bank was 
a substantial source of funds, but be- 
cause the central bank was “the 
lender of last resort”. Banks and 
money-market dealers were expected 
to arrange their day-to-day affairs so 
that their requirements for funds 
would normally be covered by their 
liquid assets on hand, but the central 
bank stood ready to advance small 
sums on a temporary basis, giving a 
particular institution time to adjust its 
position. 

Effect of Rate Changes 

Thus, although the sums involved 
were not large, the fact that the cen- 
tral bank acted as lender of last re- 
sort in periods of credit stringency 
made these transactions significant. 
The bank rate came to be regarded 
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as the basis for setting other rates in 
the short-term market such as those 
on commercial paper, bankers’ accept- 
ances and call loans of commercial 
banks. In addition, the loan and de- 
posit rates of the commercial banks 
in England came to be closely tied to 
the bank rate. When the bank rate 
was raised, short-term market rates 
and commercial bank rates rose auto- 
matically, and in the course of time 
the upward movement would usually 
spread to other interest rates such as 
those on longer-term securities, and to 
those which were outside the day-to- 
day money market, such as rates on 
mortgages. 

When imports were larger than ex- 
ports and gold began to flow out of 
the country, or when the demand for 
credit was strong and an inflow of 
gold was desired, the central bank 
could, by raising the bank rate, bring 
about an increase in the whole struc- 
ture of interest rates. This action 
would tend to encourage an inflow of 
gold. At the same time it would set 
in motion a wave of expectations of 
higher rates of interest and of credit 
stringency, which would help to 
dampen the demand for credit and 
hence the pressure on gold reserves. 
As an instrument of monetary policy 
under the gold standard the bank rate 
has been described as “immediately 
usable, simple, impersonal and in a 
sense unselective’.. Under gold 
standard conditions the meaning of 
changes in the bank rate was rela- 
tively clear; the rate was watched 
closely by the financial community 
and interpreted by it as the official 
indication of the direction in which 
monetary conditions were moving. 


1 Evidence submitted by Mr. W. F. Crick 
to the Committee on the Working of the 
Monetary System (The Radcliffe Com- 
mittee) March, 1958. 
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New Significance 

In the minds of many people this 
rather simple explanaticn of the im- 
portance of the bank ratc. 's still valid. 
When the bank rate is changed, the 
announcement usually receives a good 
deal of publicity in the press. The 
fact is, however, that since the early 
30's the significance of the bank rate 
has changed. The main reason for 
this is that most of the major coun- 
tries now take responsibility for man- 
aging their own monetary affairs, as 
part of a broad attempt to encourage 
sound growth and full employment. 
Monetary policy has become an im- 
portant public issue, especially dur- 
ing the postwar period. Among the 
significant aspects of this change is 
the fact that the number of people 
who take an interest in monetary 
matters has increased enormously and 
so has the range of their interest. The 
interpretation of changes in the bank 
rate has become much more compli- 
cated than it was in the past, and the 
monetary authorities can no longer be 
quite sure of the train of events and 
expectations which they are setting 
in motion by changing the bank rate. 


In some circumstances it is pos- 
sible that an increase in the bank rate 
may stimulate rather than discour- 
age certain kinds of borrowing, be- 
cause of a fear that money may be- 
come tighter in the future. On other 
occasions a rise in the bank rate has 
been interpreted as the precursor of a 
future business recession rather than 
a signal of present restraint, while a 
reduction in the rate may be taken 
(by external observers particularly) 
as a sign that the authorities are act- 
ing responsibly in bringing monetary 


‘ conditions into line with business 


activity. It follows that an increase 
in the rate may bring in “hot” money 
rather than genuine investment funds, 
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while a decrease in the rate may act- 
ually stimulate sound foreign invest- 
ment. 


Changes in the bank rate are often 
“discounted” before they occur; that 
is, the expectation of an increase in 
the bank rate may cause some mar- 
ket rates of interest to react before 
the bank rate has actually moved. By 
the time the rate does move, the re- 
action may be over, and there may be 
no further effect on the market. Or 
the market may anticipate a change 
which does not occur. Sometimes too, 
institutional rigidities may prevent 
changes in the bank rate from spread- 
ing right through the market. 


Another problem has been that it 
has proved much easier, as various 
witnesses testified to the Radcliffe 
Committee, to raise rather than lower 
the bank rate, and the rate has shown 
a tendency to move upward by stages 
from one plateau to another. It is one 
thing to raise the bank rate and thus 
imply that the demand for funds is 
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strong and therefore that economic 
activity is at a high level, but to lower 
the bank rate implies that the mone- 
tary authorities expect a lessening of 
the demand for funds, which may be 
interpreted to mean a business reces- 
sion. The expectation of such a de- 
velopment may well help to bring it 
about. 


U.S. Discount Rates 

In this connection it is interesting 
to note that the federal reserve banks 
of the United States were apparently 
reluctant to reduce their discount 
rates in the spring of 1960 even 
though short-term market rates were 
falling sharply -and discount rates 
were clearly out of line, causing some 
rather important technical maladjust- 
ments in the money-market and the 
banking system. Finally in June there 
was a reduction in discount rates, but 
rather than signalling a_ recession, 
spokesmen for the Federal Reserve 
Board said that the decrease was a re- 
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flection of the decline in inflationary 
psychology, and that the economy 
was on a solid base. 


In September 1957, the British 
monetary authorities decided to raise 
the bank rate to counter a serious ex- 
change crisis. In order to make sure 
that the increase in the rate would 
be interpreted correctly, the Bank of 
England moved the rate by a full 2% 
on this occasion, from 5% to 7%. In 
recent years the Bank of England has 
also begun to make public statements 
at the time of bank rate changes, evi- 
dently in the belief that a change in 
the rate is not enough to give a clear 
indication of official thinking. 


Governmental Influence 

As monetary policy has become 
more important, its aims and tech- 
niques have broadened so that the 
bank rate is now only one of a num- 
ber of weapons used by the monetary 
authorities. The direct control of the 
cash reserves of the banking system 
and hence of the money supply 
(which has replaced the mechanism 
of the gold standard) is a more 
powerful instrument. In England 
there have also been specific controls 
on the volume of bank loans and on 
the employment of bank deposits. 
There has been a growing interest 
in the relationship of monetary poli- 
cies to other government policies, es- 
pecially fiscal policy. In the days 
when the classical theory of the bank 
rate was developed, the purpose of 
changing levels of interest rates was 
to influence the demand for and 
supply of private credit. Now, how- 
ever, the activities of governments 
generate a significant proportion of 
national expenditures, and changes in 
interest rates which follow from a 
move in the bank rate may interfere, 
for example, with programs to assist 
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in the construction of housing and 
social capital. 

As the activities of government 
have increased so have national debts, 
and monetary policy may also find it- 
self in conflict with the problem of 
debt management. Indeed the Rad- 
cliffe Committee has suggested that 
debt management is the most import- 
ant job of the monetary authorities, 
and has attempted to undermine the 
theory of the bank rate by arguing 
that monetary conditions are really 
influenced through changes in long- 
term rather than short-term interest 
rates. 

The Radcliffe Committee also re- 
commended that changes in the bank 
rate should be announced not by the 
Bank of England but by the Chan- 
cellor of the Exchequer. This change 
is one more step in the evolution from 
the independent and rather automatic 
monetary policy which developed 
under the gold standard towards an 
integration of national government 
policies and responsibilities, in which 
the bank rate is only one of many 
elements of the financial scene. 


Canadian Adaptation 

So far, most of this discussion has 
been about the bank rate in England. 
Since 1935, when the Bank of Canada 
was created, Canada too has had a 
bank rate, in the sense that the Bank 
of Canada, like the Bank of England, 
has acted as a lender of last resort. 
But Canada’s bank rate has never ful- 
filled quite the same role as the Brit- 
ish bank rate. 

For both historical and institutional 
reasons the relationship between the 
bank rate and other rates of interest 
in Canada has been an indirect rather 


‘than a direct one. The Bank of Can- 


ada has had no gold standard tradi- 
tion to build on in developing its re- 
lationship to the market. Market rates 
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have been closely influenced by the 
structure of rates in the United States, 
and indeed until 1954 Canada had 
only a very limited short-term money 
market of its own. The chartered 
banks, on the other hand, came into 
existence long before the Bank of 
Canada, and their rates on loans and 
deposits have not been tied to the 
bank rate. 


Thus the Bank of Canada has never 
been able to rely on an automatic 
shift in the interest rate structure fol- 
lowing a change in the bank rate. The 
effect of changes in the bank rate in 
Canada has always been indirect and 
more subject to the process of inter- 
pretation than in England. 


From 1935 to 1944 the bank rate in 
Canada was 2%%. It was reduced to 
18% in 1944, when the Bank of Can- 
ada expressed the view “that it did 
not then see any prospect of any 
economic situation in the postwar 
period of a character which would 
call for a policy of raising interest 
rates.”"2 (The general expectation of 
low interest rates also led to the re- 
duction in the ceiling rate on bank 
loans from the long-standing figure of 
7% to 6% in the Bank Act revision of 
the same year.) The bank rate re- 
mained at 14% until 1950, when it was 
raised to 2%. “The change to a 2% 
bank rate is an indication that the 
earlier view no longer holds good 
under today’s conditions when Can- 
ada faces the prospect of substantially 
increased defence expenditures add- 
ing to the pressure on the country’s re- 
sources at a time of virtually full 
employment.” In February 1955, the 
rate was reduced to 1%, but begin- 
ning in October 1955, it was raised 


2 Bank of Canada, Annual Report to Min- 
ister of Finance for the year 1950, p. 13. 
8 ibid. 
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in six successive steps to 3%% in 
October 1956. 


The Bank of Canada then an- 
nounced that the bank rate would not 
be set arbitrarily in the future but 
would “float” at a level of % of 1% 
above the treasury bill rate which was 
established at the weekly bill tender. 
Commenting on the change the Gov- 
ernor of the Bank said, “Since the 
Bank of Canada acts in the role of 
lender of last resort its lending rate 
should not be as low as the interest 
rate on the most liquid form of se- 
curity in the market, namely treasury 
bills . . . The simplest method of en- 
suring that the bank rate will always 
be higher than the treasury bill rate 
is to keep it at some specified and 
published margin above the treasury 
bill rate, whatever the latter may be 
. .. Another reason for adopting the 
new method of determining the bank 
rate was that weekly changes in the 
treasury bill rate are relatively small 
in either direction and the fact that 
such changes occur weekly has be- 
come well understood: On the other 
hand, unexpected, unpredictable, in- 
frequent and relatively large changes 
in the bank’s lending rate under the 
previous system were known to have 
a disturbing effect on business in gen- 
eral and on all persons who might be 
contemplating the making of invest- 
ments or entering into business ar- 
rangements involving credit and rates 
of interest.”* 


Treasury Bill Rate 

In making this change the Bank of 
Canada emphasized that it did not 
want to take a position of leader- 
ship in establishing interest rate 


ister of Finance for the year 1956, pp. 
45-6. 
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levels, but that these were to be set 
by the market, the bank rate itself 
moving automatically with the treas- 
ury bill rate. 

If the treasury bill rate determines 
the bank rate, what then determines 
the treasury bill rateP Treasury bills 
are sold at auction each week, and 
they are bought by the Bank of Can- 
ada, the chartered banks, money- 
market dealers and large institutional 
investors such as provincial govern- 
ments and business corporations. The 
levels of bill prices and yields are set 
each week by competitive tender, 
which means that the largest bidders 
have a majority influence on the rate. 
In 1956 and 1957 the Bank of Can- 
ada held about one-third of all treas- 
ury bills outstanding; the proportion 
is now about one-fifth. Since mid- 
1956 the chartered banks, by agree- 
ment with the Bank of Canada, have 
held secondary reserves of treasury 
bills, which for most of this period 
have amounted to around half of the 
total bills outstanding. Chartered bank 
purchases of bills above the agreed 
minimum, however, depend on the 
general liquidity of the banking sys- 
tem, and this in turn is strongly in- 
fluenced by the Bank of Canada. 
Non-bank investors currently hold 
only about one-quarter of total treas- 
ury bills outstanding. 


Bill Rate and Bank Rate 

How far do treasury bill rates re- 
flect monetary conditions? The chart 
shows that the bank rate fell to just 
over 1% in July and August 1958, so 
that the bill rates were below 12%. 
Yields on other securities, however, 
were relatively high and rising at this 
time. Behind the contradictory move- 


ment was a business recession, heavy - 


government deficits, the conversion 
loan program, monetary expansion 
and a general loss of investor confi- 
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dence in bonds, which drove up the 
demand for treasury bills and pushed 
bill rates down to an unusually low 
level. High bill rates in August and 
September 1959, on the other hand, 
were part of a generally high struc- 
ture of interest rates and did reflect 
tight credit conditions and the expec- 
tation of further tightness. 


In the first half of 1960 the picture 
was somewhat different. Bill rates 
declined because of the liquidity of 
some corporations, and because the 
government reduced the supply of 
short-term bonds, but the low level 
of bill rates did not indicate generally 
easy credit conditions. Business ac- 
tivity was still running along at a 
high level, the demand for credit 
was strong, mortgage funds were very 
scarce, and the chartered banks were 
as heavily “loaned-up” as at any time 
since the war. Thus the bill rate is 
a mechanical measure of current de- 
mand and supply in the short-term 
money market, but it does not neces- 
sarily reflect monetary conditions as 
a whole, and it gives no indication of 
what official thinking may be as to the 
significance of present monetary con- 
ditions or the trend of monetary 
policy in the future. 


Present Canadian Need 

In summary, according to classical 
theory, the bank rate was an official 
signal of the way in which the mone- 
tary situation was moving, and when 
the signal was used it could be count- 
ed on to produce certain rather defi- 
nite effects. During recent years the 
significance of the bank rate has 
changed considerably in most coun- 
tries, but as used in England and in 
the United States, for example, it 
still has an important influence on 
the psychology of the financial com- 
munity. Canada has really never had 
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any equivalent of the traditional bank 
rate, and her monetary authorities are 
now deprived of the use of the rate as 
a psychological weapon. It has been 
suggested that the Bank of Canada 
should return to the system of offi- 
cially fixing and announcing the rate, 
so that the market would have some 
guidance regarding financial develop- 
ments and policies. Even if this were 
done, however, the bank rate could 
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not now be used or interpreted in the 
classical way. What is needed, as 
national monetary and fiscal policies 
become more complex and more im- 
portant, is not a mechanical signal but 
a continuing effort on the part of re- 
sponsible governments to foster pub- 
lic understanding of the monetary 
framework and of the reasons for 
changes in official policies from time 
to time. 





The Varying Importance of Money 


Man is not born loving money. He has to learn to love it. This learning 
takes place in varying degrees in various parts of the world. In economically 
underdeveloped countries we find that the possibility of making more money 
does not lead people to do more work. On the contrary, they usually prefer 
to work a shorter number of days or hours to make the amount of money they 
have customarily earned. American and Western European businessmen have 
often been troubled by this phenomenon. Apparently the workers in these 
situations have not learned to want the consumers’ goods that mean a rising 
standard of living. They are content to remain at the customary level. Fac- 
tory work being unfamiliar to them anyway, they are quite happy to be able 
to maintain this standard of living by working a shorter time. 


In our society too the response to money is a learned response; nor is it 
uniform. Americans in general, including factory workers, seem to have a 
stronger interest in making more money and in the things that money can 
buy than seems to be found in most other parts of the world. Even in the 
United States, among factory workers there are a great many variations in 
this response to money ... We must recognize that money is not the only 
reward nor lack of money the only punishment available in any given situa- 
tion. We can expect almost any American who is offered more money with- 
out any compensating dissatisfaction to respond to the money. The problem 
is that other rewards and punishments always go along with it. Different 


individuals strike different balances between rewards and punishments, in- 
cluding money. 


—wW. F. Whyte, “Money and Motivation”, 
Harper Bros., New York, page 210 
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The Corporation in 


Estate Planning 


KERR GIBSON, C.A. 


PLANNING AN ESTATE requires a care- 
ful consideration of many varied, and 
often conflicting, objectives. It also 
involves assessing existing problems 
and visualizing those that may de- 
velop in future. If there is any one 
principle that has almost universal 
application in estate planning, it is 
the importance of providing for flex- 
ibility in changing circumstances and 
objectives. 

A program designed to deal with 
the problems and objectives of one 
individual is not likely to be perfect- 
ly suited to another. On the other 
hand, estate planning often involves 
techniques that are useful in many 
different circumstances. This is true 
of the many ways in which corpora- 
tions may be employed in estate 
planning. 

Areas of estate planning in which 
the use of a corporation may be help- 
ful include the process of building 
up an estate in the first place, and 
programs designed to provide that 
liquid assets will be available to meet 
duties and other cash requirements 
arising on, or shortly after, death. 
Where assets are held in a number 
of jurisdictions, the use of a corpora- 
tion may be required to eliminate 
problems of overlapping duties and 
to avoid the necessity of obtaining 
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probate in each jurisdiction. A cor- 
poration may also provide for the 
most desirable distribution of income 
and capital among the intended bene- 
ficiaries and control the size of the 
estate and the potential liability for 
estate taxes and succession duties. 


Building up an Estate 

The corporate form of organization 
may assist an individual to build up 
his estate in many ways. For ex- 
ample, if an individual has an interest 
in a business in which others par- 
ticipate, the corporate form may offer 
the types of interest in capital and 
income appropriate for each partici- 
pant. This may be helpful in arrang- 
ing for financing the undertaking or 
in attracting and holding the services 
of key personnel. 

In addition, the corporate form 
may result in a reduction of current 
income tax, particularly where the in- 
dividual has substantial income from 
other sources. The low corporate 
rate of tax on the first $25,000 of tax- 
able income may bring significant 
savings over a period of years, and 
even the top rate of corporate tax is 
considerably less than personal rates 
on very high incomes (e.g. 65% on 
taxable income over $90,000; 70% on 
the excess over $125,000, etc.). These 
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savings should be regarded as merely 
temporary, since additional tax would 
be involved in distributing accumu- 
lated earnings to the shareholders. 
However, the use of corporate sur- 
pluses in financing the expansion of a 
business may permit a much more 
rapid rate of growth than would be 
possible otherwise. In addition, the 
cost of withdrawal of surplus accum- 
ulations is effectively limited by the 
existence of favourable rates of tax 
on distributions of surplus accom- 
plished through certain forms of re- 
organization, stock dividend or liqui- 
dation. 

The corporate form may result in 
very significant postponement of tax 
in the case of an individual who has 
substantial investment income in the 
form of dividends from Canadian 
companies. Where such investments 
are transferred to a corporation that 
carries on an active business, divi- 
dend income may be accumulated 
without any immediate income tax. 
Once again, this merely represents 
a postponement of the tax payable if 
the income were to be passed on to 
the shareholder in the form of divi- 
dends. The postponement itself, how- 
ever, may prove a very substantial 
advantage in building up an estate. 
Moreover, it may be possible to 
achieve some reduction in the tax 
cost of ultimate distribution through 
the use of elections to create tax-paid 
undistributed income or through 
liquidation through a security dealer, 
or in other ways. 


Multiple Jurisdictions 

For an individual who owns assets 
situated in a number of provinces 
and foreign countries, the use of a 
corporation to hold such assets may 
be highly desirable. In this way it is 
possible to avoid liability for succes- 
sion duty or estate tax in more than 
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one jurisdiction. In addition, it avoids 
the necessity of obtaining probate of 
the will in each jurisdiction in which 
assets are held. Assets held by a cor- 
poration may be disposed of at any 
time without restriction and thus may 
be made available on short notice for 
the benefit of the estate. The free- 
dom of restriction on disposition is 
particularly important in cases where 
prompt action is necessary to take ad- 
vantage of a favourable market. 

The importance of avoiding liabil- 
ity for duties in more than one juris- 
diction arises from the inadequacy 
of reciprocal arrangements between 
various taxing bodies. Quebec, for 
example, allows credit only in respect 
of duty imposed by other jurisdic- 
tions with which it has entered into 
reciprocal agreements. Such agree- 
ments have been entered into only 
with Ontario, the U.K. and Northern 
Ireland. Thus there is no provision 
for relief in respect of duties or es- 
tate taxes imposed by other jurisdic- 
tions, such as the United States or 
any of the individual states within 
that country. Ontario grants credit 
for duties imposed by Quebec, Great 
Britain and Northern Ireland, South 
Africa, Australia, New Zealand, Eire, 
the States of the U.S.A. and the Dis- 
trict of Columbia. No credit is, how- 
ever, allowed for duties or estate tax 
imposed by any other jurisdictions 
such as the U.S. federal estate tax. 

The Canadian Estate Tax Act 
makes provision for credit for On- 
tario and Quebec succession duties, 
and for foreign duties and estate 
taxes imposed on property situated 
in those jurisdictions. Nevertheless, 
differences in the rules relating to the 
situs of property still leaves room for 
duplication of duty and estate tax, 
even where provision for credit 
exists. Both Quebec and Ontario im- 
pose duty in respect of transmissions 














of personal property situate outside 
their province passing on the death 
of a person domiciled in their prov- 
ince to a beneficiary domiciled or 
resident in their province. No federal 
credit for provincial duty is, however, 
granted in respect of property that is 
situate in Canada elsewhere than 
in Ontario or Quebec. For example, 
property situate in Nova Scotia 
owned by a person domiciled in On- 
tario at the time of his death will be 
subject to Ontario duty if it is left to 
a beneficiary resident in Ontario. No 
credit would be allowed against fed- 
eral estate tax, since the property was 
not in one of the two provinces that 
still cling to their right to impose 
succession duty. 


Where assets of substantial value 
would be subject to foreign duty or 
estate tax, the use of a corporation to 
hold such assets will normally ensure 
that liability for duty will be con- 
fined to a single jurisdiction. This 
follows from the fact that death 
would not result in any change in 
the ownership of the assets held by 
the company. The only property that 
would pass on death (apart from 
assets held personally) would be the 
shares held in the company itself. It 
is normally possible to ensure that 
shares of a limited company will be 
recognized as property situate in the 
same place under the rules of all tax- 
ing jurisdictions involved. 

For example, an individual domi- 
ciled in Quebec, who owned property 
in Quebec, Ontario and New York 
State at the time of his death, will 
have left problems for his executors 
in dealing with taxing authorities of 
all three of these jurisdictions as well 
as the federal governments of both 
Canada and the U.S.A. If he had 
taken the precaution of transferring 
his Ontario and New York property 
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to a company whose sole transfer 
agency was in Quebec, he would 
have eliminated Ontario, New York 
State and the U.S. federal govern- 
ment from the ranks of those who 
might expect to share in the wealth 
he had accumulated. 


Provision for Liquidity 

One of the principal objectives in 
estate planning is to see that sufficient 
liquid assets will be available to meet 
succession duties and other cash re- 
quirements arising on, or shortly 
after, death. This problem may be 
particularly serious where a substan- 
tial part of the estate consists of 
assets for which there is not a ready 
market. Shares of a closely held com- 
pany in which the individual owns a 
controlling interest may not be mar- 
ketable except at a substantial dis- 
count below their potential value. 
While such a company may have 
liquid assets or may be in a position 
to borrow on the strength of its 
assets, there may be a problem in 
making such funds available to the 
estate without incurring heavy tax on 
distribution of surplus. Even more 
serious problems may be involved 
where a substantial minority interest 
in a closely held company forms the 
bulk of an estate, and no arrange- 
ments have been made in advance for 
its disposal. 

Life insurance is one of the im- 
portant answers to problems of this 
kind, and consideration should be 
given to the adequacy of life insur- 
ance coverage. Frequently, addition- 
al steps can be taken to improve the 
liquid position of an estate. Pro- 
vision may be made, for example, in 
advance for the disposal of assets that 


' might be difficult to sell at a satisfac- 


tory price on short notice. Problems 
involved in withdrawing available 
funds from a closely held company 
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without incurring heavy tax cost may 
be anticipated and provided for. 
Action along these lines may involve 
the use of a personal holding com- 
pany. 

For example, the logical market 
for the shares of a closely held busi- 
ness may be represented by other 
major shareholders, or a group of 
senior employees, and it may be im- 
portant to make provisions for such 
a sale during the lifetime of the in- 
dividual concerned. In many cases, 
arrangements for a sale of this kind 
may be facilitated by the formation 
of a holding company at an early 
stage to acquire a controlling interest 
in the operating company. The con- 
sideration given by the holding com- 
pany in exchange for shares of the 
operating company may be largely in 
the form of notes, debentures or 
preference shares of the holding com- 
pany, depending on the probable re- 
quirements of the principal bene- 
ficiaries of the estate. 

Action of this kind may improve 
the possibility of making a favourable 
sale by reducing the cash investment 
required of the potential purchaser to 
acquire the equity interest in the op- 
erating company. Funds on hand in 
the operating company, or obtained 
by it through borrowing, may be 
made available to the estate without 
heavy immediate tax by payment of 
a dividend out of income earned in 
the years in which the holding com- 
pany had control of the operating 
company. The holding company 
could then use these funds to redeem 
securities held by the estate. 


Freezing an Estate 

Perhaps the most important use of 
corporations in estate planning is in 
connection with “freezing” an estate 
by transferring to the potential heirs 
the equity interest in assets that are 
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likely to grow in value. The object- 
ive of freezing is to control the size 
of an individual’s estate in order to 
limit succession duty and estate tax 
on his death. Where the estate in- 
cludes assets that are likely to appre- 
ciate in value, or where there is likely 
to be an accumulation of income in 
the estate, it may be desirable to have 
the individual limit his interest in 
these assets. While this may be done 
sometimes by a simple sale of assets 
to the children or other heirs, this 
method is not always satisfactory 
since it may be difficult or impossible 
to provide in this way for the type of 
interests in the property that the 
testator may wish to leave to indi- 
vidual beneficiaries. 


A very simple and flexible method 
of freezing an estate is to have the 
potential heirs form a corporation for 
the purpose of acquiring assets that 
are likely to increase in value. In 
consideration of these assets, the cor- 
poration gives its own securities of 
fixed value — either notes, debentures 
or preferred shares. In this way the 
value of the estate may be effectively 
frozen at its approximate size at the 
time of the transfer. Further appre- 
ciation in the value of the assets and 
accumulation of income would accrue 
to the potential beneficiaries who 
would own common shares of the 
holding company. The flexibility of 
such a plan derives from the fact 
that, as long as the individual re- 
tains control of the company, he may, 
if he has a change of heart, recover 
the bulk of the assets transferred to 
the company by requiring the com- 
pany to redeem the notes, debentures 
or preferred shares, as the case may 
be. Even without voting control, 
the individual may remain in a posi- 
tion to recover his investment at any 
time if he takes demand notes or 
preference shares that are redeem- 
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able at the holder’s option as con- 
sideration for the assets transferred 
to the company. Thus the effect of 
an arrangement of this kind will be 
irrevocable only to the extent of any 
appreciation in value of the assets 
and accumulation of income accruing 
to the common shareholders. 


Where Quebec succession duties 
are involved, consideration should be 
given to the complications of section 
22b of the Quebec Succession Duties 
Act. While it is understood that this 
provision is rarely, if ever, applied, it 
purports to subject to duty any excess 
in value at date of death of assets 
transferred to a corporation over the 
value of the property received there- 
for when the transfer was made 
“otherwise than in the ordinary 
course of business”. 

The nature of the securities to be 
taken in consideration for assets 
transferred to the holding company 
depends very much on the circum- 
stances in each case. If the individ- 
ual wished to continue to control the 
use of the assets, he might arrange 
to take voting preferred shares of 
the holding company for part or all 
of the total consideration. If he then 
controlled the holding company and 
the holding company did not carry 
on an active business, it would qual- 
ify as a personal corporation, and all 
of its income would be taxable each 
year in the hands of the shareholders 
in proportion to their respective con- 
tributions to the company through 
loans and subscription for stock. In 
some cases it may be desirable to 
prevent the company from having 
personal corporation status in order 
to protect the shareholders from im- 
mediate personal tax on the income 
received by the company. The hold- 
ing company would not avoid per- 
sonal corporation status if it does not 
itself carry on an active financial, 
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commercial or industrial business, un- 
less the individual is prepared to re- 
linquish control of the company. 

Often the importance of retain- 
ing effective control of the assets 
transferred would far outweight any 
disadvantage of personal corporation 
status. Then the consideration given 
by the company may be largely in the 
form of fully voting, non-cumulative 
preference shares so that the indi- 
vidual will continue to control the 
affairs of the company even though 
further appreciation in the value of 
the company’s stock would not ac- 
crue to him. Where he has benefic- 
iaries for whom he wishes to provide 
a dependable source of income, he 
may wish to arrange that the voting, 
non-cumulative preferred shares may 
be converted on his death into 
non-voting, cumulative shares. In 
this way it would be possible to trans- 
fer voting control to those benefic- 
iaries who will enjoy the equity inter- 
est in the company, while at the same 
time providing other beneficiaries 
with a security carrying a fixed cumu- 
lative dividend. 

If the individual is prepared to 
forego controlling the holding com- 
pany, it may be possible to avoid per- 
sonal corporation status even though 
the company does not itself carry on 
an active business. If, for example, 
the voting shares are held by three 
children, no one of whom has more 
than 50% of the voting stock, the 
company would not qualify as a per- 
sonal corporation so long as neither 
of the parents held any voting shares. 
The individual might take back de- 
mand notes or debentures from the 
company, or non-voting preference 


shares, in consideration for the assets 


transferred. 

It would be most important to en- 
sure that the securities received from 
the holding company will be con- 
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sidered to be fair consideration for 
the property sold to it. It may be, for 
example, that non-voting, non-cumu- 
lative preferred shares could be con- 
sidered to be worth less than par 
value. It is normally possible to ar- 
range to obtain the agreement of the 
taxation authorities to valuations of 
this kind prior to completing the 
transaction, and this is, of course, de- 
sirable. 

The use of demand notes or pre- 
ferred shares redeemable at the hold- 
er’s option may be useful in many 
cases, since they may provide a sub- 
stantial measure of effective control 
over the assets of the holding com- 
pany. In other circumstances a suit- 
able security may be in the form of 
income debentures on which interest 
is payable only in the event that the 
company has sufficient income to 
meet the interest obligation. Such de- 


bentures are, for tax purposes, treated 


in many respects like preferred 
shares. Unless it is a personal cor- 
poration, interest paid is not deduct- 
ible by the company but qualifies for 
a 20% dividend tax credit in the hands 
of the recipient. Income debentures 
have one significant advantage over 
preferred shares in that they may be 
secured on specific assets of the 
company, thus providing the holder 
with some control over these assets. 


Gift Program 


A common method of minimizing 
potential liability for estate taxes and 
succession duties is to embark on a 
program of gifts during lifetime to 
the potential heirs of the estate. 
While gift tax may be involved if 
gifts are made in any one year in 
excess of the exemptions provided, 
the rates of gift tax are generally 
considerably lower than the marginal 
rates of estate tax or succession duties 
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payable on a large estate. However, 
in order to keep gift taxes to a mini- 
mum, it is often desirable to spread 
gifts over a period of years rather 
than to make a single lump sum gift. 
This might be difficult to accomplish 
without the use of a corporation 
when the property to be given is in 
a form that cannot easily be divided. 
It may be cumbersome or unwise to 
break up a controlling interest in a 
closely held company, or to dispose 
piecemeal of portions of a _ well- 
rounded investment portfolio. In ad- 
dition, annual gifts in such form may 
involve revaluation of the property 
each year. Such assets might be 
sold to a holding company in con- 
sideration for notes, or preference 
shares, and annual gifts may be made 
to intended beneficiaries in the form 
of the notes or preferred shares of 
the holding company. In this way the 
assets may be maintained intact while 
the gift program is in progress. It 
would also permit the donor to retain 
effective control over the property if 
he so wishes through retention of 
low-par value voting preference 
shares of the holding company, hav- 
ing sufficient voting power to control 
the company. 


Such a procedure has the addition- 
al merit that it requires only one val- 
uation of the property that is the 
subject of the gift program. This is 
done at the time of the sale of the 
property in exchange for fixed value 
securities of the holding company. No 
serious valuation problem would be 
likely to arise at the time of subse- 
quent gifts of these securities to the 
heirs. 

A gift program carried out in this 
way may well fit in with plans for 
freezing the estate or a program de- 
signed to provide for increased 
liquidity. 
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Conclusion ment may be inappropriate for other 
purposes. 

Frequently there will be a variety 
of alternative plans to meet the ob- 


vaya te Witch a comediinn way be jectives of an individual in planning 
_—_ wa his estate. The most satisfactory solu- 


usefully employ ed - building up a0 tion can only be developed with a 
= providing for liquidity, and 5) understanding of the individual's 
in minimizing inheritance taxes. It present and probable future require- 
will be appreciated that, in practice, ments, and his intentions for the dis- 
it is important to avoid consideration tribution of his assets. Even then, the 
of the various objectives in such best plan will often be one that is 
water-tight compartments. A solution simple and that provides flexibility 
designed to meet one specific require- to deal with the unexpected. 


The foregoing review of the place 
of a corporation in estate planning 
sets out in isolation a number of 


Responsibility for Errors 


How far should the executive go in assuming responsibility for the ser- 
ious errors of his subordinates? Certainly there are limits. The manager of a 
baseball team usually gets fired when his team consistently fails to win; 
there was a shake-up of top executives in the Edsel Division of the Ford 
Motor Company when the Edsels failed to sell in expected numbers; and the 
president of a midwestern university was recently dismissed because a strong 
alumni group felt, among other things, that he was not interested in a 
winning football team. A board of directors is bound to hold an executive 
accountable for what goes wrong in his organization. If he tolerates failure 
too often on the part of subordinates, he becomes a failure himself. His duty 
lies in cultivating conditions that prevent his subordinates’ failure. If they 
win, he wins. 

No executive can administer his organization on an atomistic theory of 
morals. While he cannot be his brother’s keeper, especially if the brother 
makes too many serious errors, he can be his brother’s brother. John Dewey 
would doubtless say, “If my neighbor steals, I, too, am a thief.” That over- 
states the case, though it emphasizes the mutual involvement of all men in 
moral questions. It is both right and expedient, therefore, that the executive 
assume some responsibility for the errors of his subordinates. If they cannot 
be corrected, his obligations cease, and a new man must be put on the payroll. 


—L. W. Norris, “Moral Hazards of an Executive”, 
Harvard Business Review, Sept. 1960. 











Joint Venture Accounting 
in the Oil Industry 


EDWARD B. ALLAN, C.A. 


THE GREAT RISK inherent in exploring 
and drilling for petroleum and natur- 
al gas had led the oil industry to 
adopting the joint venture as a means 
of spreading the risk. One of the 
simplest forms of the joint venture is 
two or more companies agreeing to 
obtain and develop acreage, with a 
resultant sharing of costs and income 
in predetermined percentages. An- 
other form of joint venture can arise 
in the case of farmouts, when a com- 
pany possessing a lease or similar 
property interest on a spread of acre- 
age does not wish to pay all of the 
costs of developing it. The first com- 
pany or farmor will approach a 
second company, the farmee, and 
offer it the opportunity of earning an 
interest in the acreage by paying for 
the drilling of one or more wells. The 
interest in these wells, the cost of op- 
erations and revenue, and the costs of 
subsequent wells will be split in pre- 
determined percentages. The joint 
venture can arise in many ways and 
take so many forms that it would be 
impossible to mention them all. Re- 
gardless of how the joint venture 
arises, the accounting procedures and 
problems are basically the same. 


Operator and Non-Operator 


Whenever two or more companies 
enter into a joint venture, one com- 


pany is appointed operator. It is the 
operator's responsibility to make ar- 
rangements for the exploration pro- 
gram and the subsequent drilling of 
the well or wells, and to handle all 
matters connected with their opera- 
tion after completion. The operator 
pays all expenditures and bills his 
joint venturers, referred to as non- 
operators, for their proportionate 
share of such expenditures. 


Since the operator is responsible for 
the payment of all expenses, it is 
normal for him to book 100% of his 
joint venture disbursements. These 
disbursements are generally charged 
to a joint venture clearing account. 
This account is cleared out monthly 
by billing and charging the non- 
operators with their share of disburse- 
ments and charging his (the oper- 
ator’s) share of the disbursements to 
the appropriate account in his books. 
Certain companies by-pass the clear- 
ing account by charging 100% of the 
disbursements. directly to the appro- 
priate accounts in their books, then 
crediting those accounts and charging 
accounts receivable when the non- 
operators are billed. This latter meth- 
od is not recommended as it does not 
offer the same degree of control over 
the charging of expenditures to 
the non-operators. The non-operator 
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charges the proper account in his 
books when he receives the operators’ 
billing. 

Some companies maintain the de- 
tails of their joint venture accounts on 
a 100% basis, providing for the part- 
ner’s share of income and expendi- 
tures as a separate classification with- 
in the account. The net result, of 
course, indicates only the company’s 
share. This procedure is adopted to 
facilitate the comparison of a par- 
ticular well’s cost or lifting costs with 
the costs of operations of any other 
company well. 

It is normal in the oil industry for 
the operator to make payment to the 
non-operators for their share of re- 
venue received by the joint venture, 
and to bill and collect from the non- 
operators for their share of expenses. 
In the operator’s books of account, 
there is maintained both a receivable 
and a payable account for each non- 
operator. For purposes of financial 
statement presentation, however, each 
non-operator’s account is netted and 
shown either as a receivable or as a 
payable. 

It should be noted that while an 
oil company’s financial statements in- 
dicate that it is the owner of cer- 
tain assets, such as leases, lease and 
well equipment, buildings, auto- 
mobiles and even inventory, the 
figures shown represent only the com- 
pany’s share of any joint venture 
asset. In cases where the company 
does not act as operator, the share 
of the assets represented by the 
figures on the financial statements are 
not under the custody or control of 
the company although it presumably 
does have a say in their operation. 


Classification of Charges 
The foregoing outline of joint ven- 
ture accounting appears very simple 
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and straightforward on the surface; 
however, problems arise when one 
considers what items can be properly 
charged to the joint account. The 
Petroleum Accountants Society of 
Western Canada in 1953 developed a 
standard accounting procedure for 
unit and joint lease operations which 
has gained widespread acceptance 
within the oil industry and, with 
minor variations, normally forms part 
of a joint venture agreement. This 
standard accounting procedure, in ad- 
dition to general provisions, sets forth 
14 general development and operat- 
ing classifications for charges which 
the operator may charge to the joint 
account, basis of charges to joint ac- 
count, procedures regarding disposal 
of lease equipment and material, and 
basis of pricing material transferred 
from property and inventories. 

The general provisions set forth 
certain definitions and the terms of 
payments to be made by the non- 
operator, and make provisions for the 
non-operator to conduct audits of the 
operators’ records. The general pro- 
visions also include the method which 
the operator will use to bill the non- 
operator. The operator’s bill is to be 
submitted to the non-operator on or 
before the last day of the following 
month. According to the method de- 
cided upon by the participants, it may 
take any of the three following forms: 

1. Detail statement. 

2. Summary statement. 

3. Statements as follows: 


(a) Detailed statement of con- 
trollable material. 
(b) Summary statement of 
other charges. 
(c) Statement of receipts. 
At the present time the detail state- 
ment is in most common use. The 
detail statement is exactly what the 
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name implies and consists of a list of 
charges to the joint account showing 
the operator's voucher number, the 
supplier's name, a complete descrip- 
tion of the nature of the charge and 
the amount. This information is sup- 
plied for every item charged to the 
joint account down to the last nut, 
bolt or screw. This statement is gen- 
erally prepared on a 100% basis with 
only the total of the billing being 
allocated between the joint venturers. 
A copy of this statement is sent to 
each participating non-operator. After 
reviewing the statement, the non- 
operator will record his share of the 
charges in his books. In most cases he 
will show the same detail as on the 
statement but will classify it in ac- 
cordance with his own particular 
chart of accounts. 


District and Camp Expense 

Most of the 14 general development 
and operating items which may be 
charged to the joint account do not 
present any problem, being items such 
as rentals, taxes, materials, etc. The 
item presenting the biggest problem 
is district and camp expense. The ac- 
counting procedure states that the 
joint account may be charged with 
“a proportionate share of the salaries 
and expenses of the operator’s district 
superintendent and other general dis- 
trict or field employees serving the 
joint property, whose time is not allo- 
cated directly to the joint property, 
and a proportionate share of the cost 
of maintaining and operating a dis- 
trict office and all necessary camps, 
including housing facilities for em- 
ployees if necessary, incurred in con- 
ducting the operations on the joint 
property and other leases owned and 
operated by operators in the same 
locality. The expense of, less any 
revenue from, these facilities shall in- 
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clude depreciation or a fair monthly 
rental in lieu of depreciation on the 
investment. Such charges shall be ap- 
portioned to all leases served on some 
equitable basis consistent with oper- 
ators accounting practice.” 

Before pursuing this discussion fur- 
ther, it should be pointed out that 
certain large foreign companies oper- 
ate in Canada on a branch basis. 
These companies normally refer to 
their principal office in Canada as a 
division office. Certain other com- 
panies whose head offices are not 
located in western Canada also refer 
to their principal western Canadian 
office as a division office. It is not 
the expenses of these offices that are 
meant when the term “district ex- 
pense” is used in the accounting pro- 
cedures. That term so used refers to 
the expenses of a field or area office 
whose senior employee is a superin- 
tendent who is responsible to the di- 
vision or head office and has not the 
authority to make major decisions. 
The main function of the district office 
is the supervision and operation of the 
company’s field activities. 


Producing and Drilling Expenses 

The practice within the industry 
has been to accumulate district ex- 
pense charges in a clearing account. 
Each month the expense is charged to 
the wells served by the district on a 
basis whereby each producing well 
bears the same proportion of expense 
as every other producing well, and 
each drilling well bears the same pro- 
portion of expense as every other 
drilling well. Drilling wells, of course, 
bear a heavier proportion of expense 
than producing wells; normally a four 
to one ratio is used. As this formula 
is quite arbitrary it has caused some 
inequities; for example, producing 
wells bearing part of the cost of drill- 
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ing wells. This situation can become 
quite serious if the producing wells 
belong to the joint venture and the 
drilling wells are 100% wells of the op- 
erator or belong to another joint ven- 
ture with different partners. 

Several companies have attempted 
to solve this problem by adopting a 
standard charge for producing wells. 
As this charge is all inclusive and 
covers salaries, field office expense, 
travel costs, etc., it varies from area 
to area. It is, however, a consistent 
charge within a district, and each well 
is charged the same as every other 
well. Also, each well is charged the 
same each month. For drilling wells 
an all inclusive per diem charge has 
been developed for each type of field 
personnel who might be required to 
work on the well, such as engineers, 
well-site geologists, etc. This charge 
will also vary from area to area; a 
higher rate is required for an engineer 
located in the Northwest Territories 
than for an engineer located in 
Central Alberta. This method of al- 
locating district expense assures that 
each well bears its share of the cost in 
proportion to the amount of time 
spent on it and the type of personnel 
required. This basis of charging dis- 
trict expense has not as yet gained 
wide acceptance. 


Overhead Expense 


The accounting procedure also 
makes provision for charging the joint 
account with overhead. This charge 
“which shall be in lieu of any charges 
for any part of the expenses, includ- 
ing salaries or compensation paid to 
managing officers and employees, of 
the division office and/or principal 
office of the operator” may be made 
on a basis of so much per well or a 
percentage of expenditure basis. The 
dollar amount on the per well basis 





and the percent on the percentage 
basis are open and subject to negotia- 
tion at the time of entering into the 
joint venture agreement. The account- 
ing procedure, however, does contain 
a sentence to the effect that the rates 
may be amended if found insufficient 
or excessive. 


Provision is also made for a han- 
dling charge to cover the cost of 
handling new and used material and 
equipment furnished from the oper- 
ator’s warehouse. This charge is based 
on a percentage of cost of tubular 
goods two inches and over and other 
major equipment, and a lesser per- 
centage of cost of all other material. 


Joint Account Charges 

The third major section of the 
accounting procedure deals with the 
basis of charges to the joint account. 
This section states that material, 
equipment and services shall be 
charged to the joint account at their 
invoice price to the operator. Ma- 
terials furnished from the operator’s 
stocks are to be charged to the joint 
account, if new, at the current price, 
and if used, at either 50% or 75% of 
current new price, depending upon 
conditions. The accounting procedure 
sets out the basis for determining cur- 
rent price. This section further states 
that exclusively owned facilities of the 
operator may be charged to the joint 
account at rates commensurate with 
the cost of ownership and operation, 
provided such rates are not in excess 
of current prevailing rates of like ser- 
vice and equipment available in the 
area. The items referred to here are 
water or power services, automotive 


_ equipment, aircraft, etc. 


Miscellaneous Matters 


Part four deals with disposal of 
equipment and provides that the op- 
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erator shall not remove equipment 
from joint property without the ap- 
proval of the non-operator. The 
operator may not sell major items of 
equipment to outsiders without offer- 
ing the non-operator the opportunity 
to purchase at the same price. It fur- 
ther states that the proceeds from the 
sale of any material purchased by the 
operator, non-operator or outsider 
must be credited to the joint account. 

The basis of pricing the material 
transferred from the lease is dealt 
with in section five. The accounting 
procedure sets down five classifica- 
tions of material and states that if 
any material is transferred off the 
lease, the joint account shall be cred- 
ited in accordance with this section. 

The last section of the accounting 
procedure deals with joint inventories 
and covers such items as the obliga- 
tion of the operator to take physical 
inventory, the right of the non- 
operator to be represented, the charg- 
ing of expenses of taking physical in- 
ventory to the joint account, etc. 

The above outlines the present 
method in general use for accounting 
for joint ventures in the oil industry 
in accordance with the standard ac- 
counting procedure attached to most 
agreements. 


Two Criticisms 

The main criticisms of the pro- 
cedure as presently constituted are the 
duplication of work involved and the 
determination of what should be 
charged to district expense. Both of 
these criticisms have just recently 
come to the fore, probably because 
the oil industry is gradually becoming 
more economy-minded. 

Looking first at the matter of 
duplication of work, it would appear 
that this criticism is well founded. 
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The operator, in the first instance, 
must process and pay all his invoices. 
These invoices are subject to the 
same procedures as any other invoice 
the operator may receive. They must 
be approved for receipt of goods, 
prices, extensions and additions 
checked, coded and entered in the 
records. If a clearing account is used, 
the invoice is first entered there, and 
then the operator’s portion of the in- 
voice must be removed from the clear- 
ing account and entered in the asset 
ledger or operating accounts. The 
operator must then prepare a billing 
for the non-operators. If a detailed 
billing is used, as is normal, the work 
involved is very great since the detail 
billing contains practically all of the 
information from each and every in- 
voice or voucher. 


The non-operator, upon receipt of 
the operator’s bill, will have it re- 
viewed by his technical personnel to 
ascertain if the items with which he 
is being charged are reasonable under 
the circumstances. The bill will then 
be checked for prices, extensions and 
additions, coded, the non-operator’s 
percentage of the charge calculated 
and then entered in his records. If 
there are four partners in a joint 
venture following the above pro- 
cedure, each invoice or other voucher 
charging anything to the joint ven- 
ture has to be priced, extended, 
added, coded and entered by each of 
the four participants. 

If an enquiry is made as to why 
the detailed billing is so widely ac- 
cepted the answer given is that it 
provides the non-operator with better 
control, and moreover the operator’s 
proposed summary billing usually will 
not coincide with the non-operator’s 
accounts. 

Looking for a moment at the non- 
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operator's control of joint venture ex- 
penditures, it has become common 
practice for the operator to supply the 
non-operators with an A.F.E. (author- 
ization for expenditure) for capital 
expenditures prior to the commence- 
ment of a project. An A.F.E. is mere- 
ly a budget of the project to be under- 
taken. The non-operator is therefore 
in a position to watch and compare 
actual capital expenditure with bud- 
geted figures. The second means of 
control by the non-operator is his 
right to audit the records of the 
operator. 

Disregarding, therefore, the control 
argument and overcoming the account 
argument by the adoption of a uni- 
form code of accounts throughout the 
industry, the duplication of labour 
could be overcome or at least minim- 
ized by adopting a summary billing 
based on a uniform code of accounts, 
supplemented by periodic audits. The 
summary billing would have to be 
supplemented with information in 
regard to the sale or movement of 
materials and equipment. The non- 
operator, of course, would be given 
credit for any proceeds on disposal; 
however, he would also have to know 
the original cost of the item disposed 
of, its date of acquisition and to what 
account it was originally charged. 

In regard to district expense, no 
particular problem exists in the case 
of a company operating a field office 
for the exclusive operation of a cer- 
tain oil field or area. A problem can 


arise, however, where a single field 
office operates two or more separate 
oil fields or areas for two or more 
joint ventures with different partici- 
pants. Then the participants of one 
joint venture may claim that they are 
being unjustly charged with the 
travelling expenses of the field em- 
ployees travelling to the distant wells 
of another joint venture. Another 
problem occurs when the operator 
does not maintain a field office and his 
field employees work out of head 
office. This presents a query as to 
how much of the head office salaries, 
travel, etc. can properly be charged to 
district expense and ultimately to the 
participants. The method previously 
outlined of charging a flat rate by 
type of personnel for drilling wells 
and a flat rate for producing wells 
would solve many of the oil industrv 
problems so far as district expense is 
concerned. 


Conclusion 

The foregoing remarks are not 
meant to be critical, but are intended 
to illustrate some of the difficulties en- 
countered in joint venture accounting 
in the oil industry. It would not be 
fair to leave this subject without 
pointing out that the Petroleum Ac- 
countants Society of Western Canada 
is aware of these problems and, in an 
effort to alleviate them, is presently 
revising the standard accounting 
procedures for unit and joint lease 
operations. 





Control in Data 


Processing Systems 


THIS ARTICLE is intended to describe 
the principles and some of the tech- 
niques of control in data processing 
systems. As used here, the term 
“data processing systems” refers to 
procedures where punched card 
and/or electronic office equipment are 
used. Control is defined as ensuring 
the accuracy and completeness of the 
end results produced by a data pro- 
cessing system. This concept of con- 
trol does not provide for some of the 
fraud-preventive aspects of control as 
covered by an auditor’s definition of 
the term. 

Although some of the techniques 
discussed are peculiar to punched 
card and electronic procedures, the 
need for control and the principles in- 
volved are the same for data process- 
ing systems as for conventional cler- 
ical procedures. 


Factors Affecting Control 


Control for data processing systems 
should be established having regard 
to the following six factors: 

Source data. 

Volume of data to be processed. 
Procedure used. 

Equipment used. 

End results. 

Cost of control. 


D OU Go to 


WILLIAM B. BINDMAN 


Source Data 


It is imperative to ensure that all 
data supplied to a data processing in- 
stallation are processed. To achieve 
this, a record of the total of input 
data by sources should be kept, and 
at suitable intervals the total of pro- 
cessing runs compared to the record. 
Agreement between the totals com- 
pared indicates that all source data 
were processed. This is sometimes 
called “external control” and may be 
exercised by departments outside the 
data processing installation. However, 
it is the author’s opinion that external 
control should also be exercised 
through the medium of a “daily 
control register” which is maintained 
within the data processing installation, 
even if this leads to some duplication 
of control. The reasons are: (1) it is 
useful to record all external controls 
in one place, particularly if there are 
several different sources of data, and 
(2) the register will provide a docu- 
ment which can be used to log volume 
statistics and dates. 


In an accounts receivable applica- 
tion, for instance, the daily control 
register will show the total value of 
all invoices, adjustments and remit- 
tances received in the installation for 
processing. When statement prep- 
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aration runs are made, the total ac- 
counts receivable can be balanced to 
the brought forward total in the daily 
control register. If the totals agree, 
all source documents received for the 
period have been processed, and the 
end result is “complete”. 


Volume 

The volume of work to be process- 
ed affects control insofar as it may 
make it difficult to locate errors or 
missing information. Where there is 
very low volume data processing, it 
may be sufficient to establish one 
external control total over a whole 
day’s input to the installation. At the 
month end, should a given tabulation 
not balance with the control total, it 
is relatively easy to determine the 
day or day’s work which is out of 
balance. 

Where there is very high volume 
data processing, it is expedient to 
establish external control over rela- 
tively small batches of input data. 
Then, if the results do not baiance, 
it is still easy to locate the offending 
batch of work. The size of “batch” 
for control purposes is dictated by ex- 
perience as to the frequency of errors, 
as well as the volume of work pro- 
cessed. 


Procedures 


It is generally advisable to control 
data processing procedures each time 
the data change from one form to an- 
other, or after a small number of such 
changes. Examples of a change in 
form are after key punching (data 
change from printed form on source 
documents to coded form in punched 
cards); tabulating (data change from 
coded form in cards to printing on 
continuous forms); calculating (data 
are modified arithmetically and the 
results punched and tabulated). If 
the procedures are relatively simple 
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with a small number of processing 
steps, it is sufficient to apply control 
measures at the end of a whole pro- 
cedure. If the procedures are com- 
plex and there are many steps or 
operations, it may be necessary to 
apply control at several points in the 
procedure. This will reveal inaccur- 
acies before they are carried further 
in the system. 

In most cases, control is achieved 
by reference to external control. 
Sometimes, however, and particularly 
after calculating operations, new com- 
parison figures are set up during the 
procedures, and the final balance is 
established with intermediate control 
figures rather than the original ex- 
ternal control. 


Equipment 

Each machine used in a data pro- 
cessing system has its own character- 
istics of reliability and self-checking 
features. Depending on the machines 
used, special measures may be re- 
quired to ensure the accuracy of the 
work. For example, small card-fed 
calculators will not operate with in- 
fallible accuracy. Accordingly, if a 
calculator is used in payroll work for 
extending hours worked by hourly 
rates, it is necessary to verify these 
extensions. This can be done by in- 
ternal wiring in the calculator, or by a 
second run of the cards on which the 
extensions are repeated and the re- 
sults of the two runs compared. 

One model of punched card re- 
producer has a device which com- 
pares the data in the card being 
punched, with the data in the card 
which was reproduced. Any misrepro- 
duction by the machine is automat- 


‘ ically revealed. 


Elaborate precautions have been 
built into electronic computers to en- 
sure the accuracy of their internal 
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operations. These precautions are 
called self-checking features, and 


their extent varies depending on the 
particular model of machine. 

Computers are whole systems in 
themselves. Broadly speaking, they 
substitute the movement of pulses 
(representing data) from one part of 
the system to another, for the move- 
ment of cards from one machine to 
another as in a punched card sys- 
tem. These movements of data are 
usually self-checked automatically. 
For example, a computer will pick up 
data from a punched card on two 
successive readings. Unless a perfect 
comparison between the first and 
second readings is established, the 
computer will automatically stop. 

Next, as arithmetic calculations are 
done, these can automatically be re- 
peated and verified. No further pro- 
cessing will take place unless perfect 
results are secured. As the computer 
transfers data internally from one 
part of the system to another, each 
transmission is read back to ensure 
agreement between the data as they 
left one part of the system and as they 
were received in another. On deliver- 
ing results, either in printed form or 
into punched cards, the data are again 
verified automatically. In general, the 
self-checking abilities of electronic 
computers result in very accurate per- 
formance. Frequently they are more 
reliable than the conventional clerical 
procedures which the computer dis- 
placed. 

The self-checking features in com- 
puters and the control steps in punch- 
ed card procedures are designed to 
ensure accuracy, and they comprise 
internal control for data processing 
systems. As discussed earlier, external 
controls ensure the completeness of 
the end results. To satisfy control re- 
quirements as defined here, both in- 
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ternal and external control measures 
are necessary. 


End Results 

Some data processing procedures 
produce end results which must be 
completely accurate, as for payroll 
cheques and earnings statements. 
Other applications produce end re- 
sults where complete accuracy is of 
less importance. In sales analyses 
for example, where sales are ex- 
pressed in millions of pounds, it is 
hardly important that small errors, 
measured in hundreds of pounds, 
occur. Such errors will have no 
significant effect on the conclu- 
sions to be drawn from the figures. 
Accordingly, the control should be 
appropriate to the desired degree of 
accuracy of the end results. 


Cost of Control 

Keeping records and performing 
control operations involves time and 
expense. Computer control measures 
can be costly in terms of storage 
facilities as well as processing time. 
It is possible to over-control data 
processing systems, to eliminate errors 
which it may be expedient to allow. 
Especially with highly reliable equip- 
ment it may be desirable to eliminate 
some intermediate controls in order 
to save time. 


Some Control Techniques 

There are many ways to control 
data processing systems. Ingenious 
methods can’ be devised to take ad- 
vantage of known characteristics in a 
given enterprise, and in general the 
control aspect of data processing 
methods provides scope for creative 
work. Some common techniques of 
interest are listed below. 


Hash Totals 
External control is often achieved 
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by adding figures which represent 
different units, in the same manner as 
for dollar amounts. For example, a 
total of product codes or of quantities 
of different products is called a ‘hash’ 
total, and tabulations of these figures 
are balanced, just as dollar amounts. 


Self-Checking Numbers 

To avoid the duplicated work of 
verifying key punched cards, specially 
equipped key punches are available 
which prove the key punching of cer- 
tain types of data. Designation in- 
formation such as account numbers, 
part numbers and product codes are 
set up permanently and are recorded 
on source documents either manually 
or by stamping devices (gasoline 
credit cards, for exampie). 


When kev punching the source 
document, almost all errors in key 
punching or the original recording (if 
done manually) will be disclosed by 
means of a check digit attached as a 
suffix to each code. This digit repre- 
sents the result of an arithmetic cal- 
culation performed on the code itself. 
As the code is being key punched, 
the machine automatically repeats the 
calculation, and compares the result 
with the check digit suffix. If one of 
the digits has been incorrectly re- 
corded or incorrectly key punched, 
the result of the calculation will differ 
from the check digit suffix, an error 
light will go on, the card will be 
identified as incorrect and the key 
board will lock. 


Crossfooting 

A tabulator can be used to prove 
the accuracy of a calculator. For ex- 
ample, in payroll work a calculator 
will subtract various deductions from 
a gross pay amount, and punch the 
amount of net pay. This may involve 
passing several cards per employee 
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through the calculator, which picks 
up the factors from the cards, per- 
forms the subtractions and punches 
one final card per employee with 
gross pay, each deduction separately, 
and net pay. By tabulating these final 
cards (one for each employee) and 
adding the various card fields vertical- 
ly, a total for all employees of gross 
pay, deductions and net pay is 
printed. Manually checking that the 
total gross pay less the total deduc- 
tions equals the total net pay proves 
that all subtractions in the calculator 
and all punching are correct. 


Test Decks 

Where the work of a calculator is 
not self checked, it is sometimes the 
practice to test the machine before 
a run by passing a prepared set of 
cards through the machine. The re- 
sults of the calculations are known in 
advance, and a comparison with the 
test calculations will establish that 
the machine is functioning properly 
before the run starts, which indicates 
that the machine is likely to operate 
properly during the run. Other means, 
less time-consuming than a re-run of 
the cards or internal self-checking 
steps, are then used to control the re- 
sults. 


Conclusion 

Control for data processing systems 
should be tailored to suit the condi- 
tions prevailing in each case. These 
conditions are the nature and volume 
of the source data, the procedures and 
equipment in use, and the desired de- 
gree of accuracy of end results within 
reasonable limitations of cost. Experi- 


_ence with data processing systems is 


the best means for determining the 
weight deserved by each of the 
factors considered in the design of 
control measures. 
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Underlying all the factors is a basic 
condition — good housekeeping. If 
conditions are crowded, cards and 
tabulations allowed to lie about, and 
there is general untidiness and laxity, 
then at best there will be time losses 
in finding and correcting errors. 
Worse, however, are the penalties for 
ignoring the need for suitable con- 
trol. Failure to exercise proper con- 


plete break-down of data processing 
systems with severe impairment of 
the cornpany’s ability to carry on busi- 
ness activities. 

On the other hand, a neat well laid 
out installation, with proper storage 
and filing facilities, and managed by 
a control-minded supervisor will oper- 
ate effectively and ‘in balance” almost 
all the time. 


trol can lead and has led to the com- 


The Controller in Management 


The exact relationship of the controller to the individual or individuals 
who constitute top management is one that varies considerably in actual 
situations. There is much controversy over this. At the one extreme there 
may be situations where the controller, after submitting required factual data, 
is for all practical purposes excluded from the final management discussions 
and final management decision. This is, of course, unfortunate and undesir- 
able. At the other extreme is the situation where the controller holds the 
final arbitrary veto power on all major management decisions. This, too, is 
equally unfortunate and undesirable because it gives abnormal weight to the 
controller's point of view and in fact eliminates broad management con- 
sideration. 

Unquestionably there is a proper middle ground. Under these circum- 
stances the controller supplies the needed facts, and supplements them with 
the appropriate interpretations and evaluations as they relate to the several 
management alternatives. Once having done this, however, the controller 
shares in the total management decision as one member of management with 
full understanding of his proper sharing in all the risks involved. Thus, the 
controller is not, as might be literally implied from his title, the one who con- 
trols. Rather, he provides the analysis which assists management at all levels 
to manage most efficiently and, in addition, he participates as a member of 
management in the actual management action program. 

—V. Z. Brink, “The Controller's Management Role,” 
The Controller, September, 1960. 
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The Economic Meaning 
of Depreciation Policies 


DEPRECIATION IS ONE of those contro- 
versial topics which we can all dis- 
cuss interminably and yet never come 
to a meeting of the minds on the is- 
sues themselves. 


A number of Canadian _business- 
men have recently raised the issue in 
speeches before the Canadian Manu- 
facturers Association and numerous 
other groups. While frequent ref- 
erence is made to the manner in 
which other nations have dealt with 
depreciation and the measures they 
have drafted, Canadian policy must 
be solely determined by an analysis 
of economic conditions in this coun- 
try, not by slavish imitation and 
adoption of the solutions of other na- 
tions. 


For example, we may agree that 
the capital cost allowance provisions 
permitted by the British government 
as deductions against income are 
more generous than those granted 
under our tax laws. Great Britain has 
an intricate system of investment al- 
lowances, initial allowances and an- 
nual depreciation allowances. How- 
ever, her economic situation varies 
radically from ours. In Britain, labour 


ERIC W. KIERANS 


is in relatively short supply; in Can- 
ada, we have a chronic, structural 
unemployment problem. In Britain 
where, for years, businessmen failed 
to reinvest in plant and equipment 
on the same scale as Canadians and 
Americans, productivity declined and 
industrial efficiency failed to keep 
pace with the rest of the world. With 
full employment there, increased out- 
put could only come from moderniza- 
tion of plant and increased capital in- 
vestment. It has been said “that Bri- 
tain knew how to build great indus- 
tries but never learned how to re- 
build them. At their inception, they 
were the last word in modernity and 
efficiency, a model to the world. But 
they became decrepit with age. What 
happened was a failure of re-equip- 
ment policy.” 

This statement was made some ten 
years ago, and we know how Britons 
reacted to the industrial crisis of the 
late 40’s and early 50's. Domestic 
prosperity in Great Britain was 
threatened by industrial obsolescence, 
and they took measures which admit- 
tedly favoured the employment of 
capital as a factor of production over 
labour. 


Eric W. Kierans is president of the Montreal and Canadian Stock Exchanges and 
president of Canadian Adhesives Limited. This article is based on a paper he presented 
in September at the C.I.C.A. annual conference held at Banff, Alberta. 
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Canada’s Problems 

In Canada, our internal growth is 
threatened, not by a shortage of cap- 
ital investment, but by a surplus of 
labour. The unemployment problem 
hangs like a dead weight over our 
efforts to speed economic develop- 
ment with its burden of overhead 
costs, charge on government expendi- 
tures and clear testimony to the world 
that we seem powerless to react to 
this overriding challenge. This is not 
to say that we should not encourage 
a high rate of capital investment, but 
that, in a country in which labour is 
plentiful, we should not discourage 
its use by granting special tax con- 
cessions and privileges which could 
have the effect of replacing labour by 
capital. Where the productivity of 
capital facilities is greater than that 
of labour, then we must obviously 
make the economic choice and em- 
ploy additional capital even when this 
has to be imported. But when the 
relative productivities are equal, it 
would only be common sense in Can- 
ada to use labour which is in excess 
supply and to save on capital of 
which this country is very short. Just 
as the problems of our growth are 
different from those of other nations, 
so too must be our solutions. 

In addition to the considerations 
which dictate that our economic 
policy should be directed to achiev- 
ing a fuller state of employment, we 
have the serious institutional factor 
of foreign ownership of more than 
62% of our manufacturing, mining 
and smelting, oil and gas industries. 
These figures are at least two years 
old, and the situation is probably 
even more serious today. Since for- 
eign investment has concentrated in 
the manufacturing and mining in- 
dustries, i.e. the capital-intensive sec- 
tor, rather than in the service indus- 
tries, or labour-employing sector, it 





is obvious that the immediate bene- 
ficiary of tax concessions on a capital 
cost allowance basis would be the 
foreign ownership which now causes 
us so much concern. The first result 
would be to accelerate the trend to- 
wards foreign control by making in- 
credibly easier the task of financing 
its growth and expansion from in- 
ternal sources. By generating these 
funds out of enhanced depreciation 
allowances, as well as retained earn- 
ings, growth is, in effect, financed by 
interest-free loans from the govern- 
ment and profits. The possibility of 
ever inducing foreign corporations 
to permit Canadians to invest, on an 
equity basis, in their operations in 
this country becomes more and more 
remote. 


American Corporations Benefit 

An American subsidiary, declaring 
nominal dividends and taking full ad- 
vantage of accelerated depreciation, 
has an incomparable advantage over 
a Canadian competitor forced to dis- 
tribute minimum dividends. The in- 
crease in assets from internal savings 
alone will compound the differing 
rates of growth of the two firms and 
accentuate the present trends toward 
greater foreign control of Canadian 
industry. The sheer weight of such 
asset growth will inhibit any further 
entry and doom to failure attempts 
to reverse the trend to outside dom- 
ination. Clearly, tax policies which 
favour existing firms and present pat- 
terns of ownership distribution will 
serve to emphasize the present threats 
to our national independence. 


Recently, I wrote to some 50 Ameri- 
can corporations suggesting that they 
make equity participation available 
to Canadians. Not a single affirma- 
tive response was received, although 
some firms implied that further 











thought would be given to the sug- 
gestion at some future date. The 
principal reason for the refusals seem- 
ed to be that these firms had no need 
for further funds from external 
sources — they were all generating 
sufficient funds from retained earn- 
ings and capital cost allowances to 
finance their expansion needs. This 
leads one to pause and to muse on the 
future of a capitalistic system that 
has no need for more capitalists. 

Canadians will want to examine the 
broader impact of accelerated depre- 
ciation policies on the control of our 
industries before they agree too read- 
ily to such policies simply because 
they have worked in other countries, 
at other times and at different stages 
of industrial development. 

Each of us can think of Canadian 
and American examples in which 
corporations have for years financed 
themselves entirely from their own 
resources, independently of the in- 
vesting public. One economist recent- 
ly described this as very good and 
urged the liberalization of plough- 
back provisions on the grounds 
that they would contribute to “the 
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euthanasia of the rentier”. In other 
words, by eliminating the need for 
the firm’s recourse to the capital 
markets by the sale of bond or equity 
issues, one avoids the necessity for 
paying dividends or interest to owners 
or bondholders and thus reduces the 
possibility of earning income by sav- 
ing and investment. But how far do 
we want to go in relieving firms of 
the requirements of meeting the 
capital market test from time to time, 
in their quest for funds? 


Pattern of Depreciation Charges 


The major changes in our system 
of computing depreciation charges 
were introduced in the revision of 
corporation income tax legislation in 
1949. Among other features, the 
new regulations established a di- 
minishing-balance system of depre- 
ciation which involves substantially 
higher rates than are used under 
the straight-line system. During the 
transition period, many firms experi- 
enced the same results that pro- 
ponents of accelerated depreciation 
are now seeking. 


In table 1, we note that deprecia- 


Table 1 
BUSINESS GROSS SAVING 


(1) 


(2) (3) (4) 


Undistributed Capital Total Percent 

corp. profits cost allowances bus. saving 2/3 
1949 587 1,673 2,260 74 
1950 752 1,913 2,665 72 
1951 662 2,203 2,865 77 
1952 618 2,422 3,040 80 
1953 729 2,673 3,402 79 
1954 571 2,905 3,476 84 
1955 962 3,266 4,228 ta 
1956 1,131 3,642 4,773 76 
1957 870 3,994 4,864 82 
1958 852 3,923 4,775 82 
1959 957 4,131 5,088 81 


Source:—D.B.S.—National Accounts, Income and Expenditure. 
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Table 2 
FINANCIAL STATISTICS — ALL MANUFACTURING COMPANIES 
(Millions of Dollars) 

Total Profit % Div. % 

assets! Profits? Equity* Div. Assets Equity 
1950 9,104 1,308 5,670 483 14.4 8.5 
1951 10,587 1,548 6,283 479 14.6 7.6 
1952 11,357 1,366 6,624 374 12.0 5.6 
1953 12,684 1,378 7,346 367 10.9 e 5.0 
1954 13,487 1,136 7,915 386 8.4 4.9 
1955 14,578 1,469 8,634 364 9.9 4.2 
1956 16,718 1,581 9,602 451 9.5 4.7 
1957 17,937 1,411 10,464 478 7.9 4.6 


1 After depreciation. 
2 Before tax. 
’ Stock plus surplus. 


Source:—Taxation Statistics—1952-9—Department of National Revenue. 


tion allowances in 1959 averaged 
81% of business gross saving, com- 
pared to 74% in 1949 and 72% in 1950. 
Proponents of accelerated deprecia- 
tion would like to see this ratio even 
higher. When we recall that more 
than 80% of all funds are now ob- 
tained by corporations from internal 
sources, we can conclude that their 
dependence on shareholders is lessen- 
ing rapidly. 

Nor would it seem that all of this 
reinvestment of earnings has been as 
profitable as could be expected. 

In table 2, it is to be noted that 
total assets of all manufacturing cor- 
porations virtually doubled in the 
eight years from 1950 to 1957 in- 
clusive; profits increased by 8% ap- 
proximately, and hence the rate of 
profit on assets declined from 14.4% to 
7.9%. This might cast some doubt on 
management's claim that the retention 
of earnings is justified by an ability 
to invest profits superior to that of 
the shareholder. It is also worth 


noting in this regard that, while di- 
vidends have gone up in absolute 
terms over this period, dividends de- 
clared as a percentage of equity 


(stock plus surplus) have declined 
from a rate of 8.5% in 1950 to 4.6% 
in 1957. 


Theory of Re-investment 

An analysis of depreciation must 
properly begin with an examination 
of the theory of investment itself or, 
more properly, in this instance the 
theory of re-investment. The fact 
that other nations may have more 
liberal depreciation policies is com- 
pletely irrelevant. They may have 
solved their unemployment problems 
which we have not; they may be at 
less advanced stages of industrial de- 
velopment than Canada, or they may 
be nations with a surplus of savings 
and capital to invest. Our policies 
must be related to Canadian eco- 
nomic conditions. 

We all admit that economic sur- 
vival demands constantly increasing 
efficiency. Proponents of accelerated 
depreciation, or write-offs based on 
replacement rather than original cost, 
imply that the problem is solely that 
of replacing presumed obsolescence. 
Economic efficiency is much more 
than that. It does not consist merely 





in the existence of a large, new and 
shiny industrial plant with all the 
latest electronic gadgets and most 
modern engineering techniques. Eco- 
nomic efficiency consists in the exact 
balancing of all resources, land, 
labour and capital, to meet demand — 
demand for goods and services which 
satisfy needs and wants. But demand 
changes and, with changes in de- 
mand, the need for specific plant and 
equipment changes also. Obsolescence 
is a function not only of technological 
change but also of changes in de- 
mand. In this instance, the invest- 
ment is lost because expectations were 
ill-founded and market forcasts simply 
failed to materialize. The capacity to 
pour forth goods remained, but the 
capacity or desire to absorb them has 
changed. Technical efficiency re- 
mains; economic efficiency has faded 
away. The capital becomes redund- 
ant and the cost should be borne by 
whom? 


Petrochemical Industry a Case 

A recent report noted that more 
than 300 petrochemical projects are 
currently under construction in the 
western world, including 22 in Can- 
ada and more than 100 in the United 
States. Now this seems like a very 
large number, and we can assume, in 
accordance with the general pattern 
of investment today, that 80% to 90% 
of this growth is being financed in- 
ternally. 


How many of these projects would 
have been undertaken if all firms had 
been forced to secure their funds 
from the capital market? Who pays 
for the cost of excess capacity? We 
must hope that this expansion in 
petrochemicals will not burden Can- 
ada with still more excess capacity. 
We cannot afford the economic waste, 
nor technological obsolescence, of 
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more expansion based on inaccurate 
vrojections of demand. 

Twenty-two more petrochemical 
plants may be fine, but they are no 
virtue or asset to Canada in them- 
selves. They will benefit us so long 
as they all can be worked profitably. 
To the extent that we overbuild, they 
represent an over-investment in fixed 
capital and a consequent drain on our 
working capital, with the resultant 
effects on interest rates. A good deal 
of the tremendous investment in Can- 
ada is the result of re-investment of 
internal funds which do not and can- 
not meet the tests of an impersonal 
capital market. This test simply means 
that investment comes after the ex- 
amination of a wide range of alterna- 
tives, in which uses for the funds are 
considered for profitable application 
in primary resources, services, agri- 
culture, manufacturing, construction, 
etc. The investment is not confined 
or restricted to an existing enterprise 
in the manner of internal re-invest- 
ment. 

If there should turn out to be ex- 
cess capacity in the petrochemical in- 
dustry, how do we charge off the re- 
sulting over-investment? Normally, in 
a single-product firm or in a new firm, 
the enterprise collapses and the in- 
vestors lose their capital. But in to- 
day’s complex, multi-product corpora- 
tion the losses of ill-conceived pro- 
jects are written off against the profits 
of other lines, and so the treasury 
subsidizes the failure by reduced tax 
revenues on diminished profits and 
the consumer by the increase or 
stickiness of prices on profitable items 
which must absorb these extraneous 
costs. 


A Cause of Unemployment 

Part of the blame for structural un- 
employment in Canada may be traced 
to our obsession with the virtues of 
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fixed capital. This has led to an un- 
balanced development of our econo- 
my and the disproportionate mixture 
of labour and capital in our produc- 
ing sector. Burdened with excess 
capacity in many industries and short 
of capital, should we still seek tax 
privileges to encourage still more in- 
vestment? Where can we get such 
funds but abroad, and thus sell still 
more of our resources? Blessed with 
an abundant supply of highly skilled 
labour, we seek to turn this asset into 
a liability by offering the special con- 
cessions of accelerated costing to 
those who employ fixed capital in 
place of labour. The wage earner is 
no longer on an equal footing with 
capital when their employment is de- 
termined, not by their respective pro- 
ductivity, but by the manner in which 
these costs can be used to reduce tax- 
able profits. Tomorrow’s labour costs 
are a charge against tomorrow's in- 
come, but accelerated depreciation 
seeks to charge off tomorrow’s cost of 
capital against today’s profits, a 
worthwhile inducement to substitute 
capital for labour. 


Canadian tax policy should favour 
the use of labour in production not 
only to reduce the social costs of 
heavy unemployment but also for eco- 
nomic reasons. Labour costs are vari- 
able, i.e. tied to the volume of out- 
put. When you substitute capital for 
labour, you incur fixed costs that must 
be borne without regard to fluctua- 
tions in production. Fixed costs bring 
inflexibility in output and in methods 
of operation. The resultant high costs 
and break-even points make us more 
highly vulnerable to fluctuations in 
demand than would a more judicious 
mix of labour and capital. Let this 
mix be determined by their relative 
productivities, not by tax concessions 
that favour the use of capital and 
prejudice the employment of labour. 
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Other Effects 


If distortion in the use of labour 
and capital is the most important 
effect of juggling depreciation costs, 
there are many others: 


(1) Profits-We have seen the 
effect on profits of changing depre- 
ciation policies. The level of profits 
in an industry or firm attracts new 
investment. Will more investment and 
new firms be discouraged by the new 
profits figures? Will competition be 
lessened? Will the return on assets 
continue to decline as it has declined 
during the past several years from 
14.4% to 7.9%? 


(2) Taxes — The loss in revenue to 
the government is considerable. Who 
pays up? Assuming that public ex- 
penditures remain the same, will 
there be an increase in sales taxes, 
personal income taxes or the cor- 
porate tax rate itself? Do special de- 
preciation allowances discriminate 
against corporations in service indus- 
tries, finance, etc. with a relatively 
small percentage of investment in 
fixed assets? Further, tax liabilities 
are reduced during periods of pros- 
perity when the firm is best able to 
pay them and increased during re- 
cessions when the firm, through lack 
of new investment and the heavy ac- 
celerated depreciation already taken, 
will be understating real depreciation 
costs in this latter phase and hence 
overstating profits. Is this not the 
time that the firm can least afford to 
pay heavy taxes? 


(3) Shareholders — Are dividends 
likely to be maintained? To increase? 
To decrease? Lowering profits by ad- 
vancing tomorrow's costs to present 
income is likely to discourage saving 
and further investment by the share- 
holder. Distribution to shareholders 
of dividends has lagged behind other 
forms of income, and this may ac- 
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count for the low return on securities 
and the difficulty in persuading Can- 
adians to invest in equities. 

(4) Business cycle — Investment is 
encouraged when profits are high and 
tax relief is important, for larger al- 
lowances can then be charged against 
corporate income. But during de- 
pressions or recessions, when profits 
are low and there is little income 
against which te charge depreciation 
allowances, investment will be dis- 
couraged. Such a policy accentuates 
the inflationary and _ deflationary 
phases of the cycle by encouraging in- 
vestment during booms and discour- 
aging investment on the downswing. 


(5) Foreign control — Should we 
extend accelerated depreciation con- 
cessions to firms which are 100% 
foreign-controlled, which refuse to 
make equity participation available 
to Canadians and which will find ex- 
pansion much easier to finance with 
this assistance from the federal purse? 

(6) Replacement costs — What 
certainty is there that the asset will be 
replaced? How does one measure the 
replacement cost of a completely new 
type of machine? How does one dis- 
tinguish between technological obso- 
lescence and economic waste, i.e. ob- 
solescence due to changes in demand, 
poor market forecasting, etc? How 
many firms use accelerated deprecia- 
tion flows to build up cash and mar- 
ketable securities with no investment 
benefits to the economy? 


(7) Wages — By reducing profits, 
the ability of labour to bargain for 
increased wages is impaired. There is 
a distortion in the accounts which is 
open to various interpretations and 
tends to work against a just distri- 
bution of income to labour. 


(8) Pricing — The price of a pro- 
duct must bear not only the normal 
direct and indirect costs of produc- 


THE ECONOMIC MEANING OF DEPRECIATION POLICIES 
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ing the item but also the additional 
costs of accelerated rates of depre- 
ciation. Prices will thus tend to be 
higher than normal costs would sug- 
gest. These high prices might well 
reduce demand, encourage new firms 
to enter the industry and hence split 
the market by an uneconomic multi- 
plication of producing firms. Thus, 
we are robbed of the advantages of 
optimum size. 


Alternatives 

The objective of special amortiza- 
tion proposals is to encourage eco- 
nomic growth and to stimulate in- 
vestment in capital goods. There are, 
however, alternative methods of ac- 
complishing this task, such as reduc- 
ing interest rates or the corporate tax 
rate itself. The former policy would 
encourage municipal and _ provincial 
investment at a time when our social 
needs are very great and when, due 
to excess capacity in many industries, 
the wisdom of relying on additional 
heavy investment in the private sector 
is doubtful. The latter policy, a re- 
duction in corporate rates, would ap- 
ply to all firms fairly and equitably 
whereas the special depreciation al- 
lowance has the great disadvantage 
that it favours the capital-intensive 
industries. 


Depreciation flows, the major 
source of saving in Canada, should 
be much more mobile in their ap- 
plication than they have been. Can- 
ada needs flexibility in the pattern of 
investment, the flexibility that one 
would normally associate with new, 
personal savings. While some depre- 
ciation reserves may have to be re- 


-invested in old uses to maintain exist- 


ing capital intact, there is no a priori 
reason for committing depreciation 
quotas to the same industry. The 
shifting of depreciation reserves to 
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new uses becomes very important in 
Canada precisely because new sav- 
ings are too small to meet our needs 
for new capital. Therefore, it is 
necessary that managements meet the 
challenges of changes in demand and 


new technological methods by a flex- 
ibility of outlook which will enable 
them to search out profitable oppor- 
tunities for investment even when 
these may be beyond the field of their 
immediate operations. 


Protection for the U.K. Office Worker 


On July 29 last, Royal Assent was given [in Britain] to an Offices Bill 
which empowers the Secretary of State to make regulations specifying stand- 
ards as to structure, arrangement and operation to be applied in offices for 
the protection of the health, safety and welfare of the employees. More- 
over, an Office is defined in the widest terms and includes “any room of which 
the substantial use is for clerical work, including bookkeeping, filing typing, 
duplicating, machine calculating, drawing, the editorial preparation of matter 
for publication in print, the sorting and carrying of papers, telephone operat- 
ing, and the handling of money, except any room in premises of which the 
substantial use is as a private residence or for private domestic purposes”. 


Light, heat and air fall within the ambit of the Secretary of State’s regu- 
lations. Overcrowding can be prevented and employers forbidden to pack 
typists in rows in small rooms like battery-fed hens on perches in a hen 
house. From the moment of entering the premises (whose standard of 
cleanliness is to be laid down) the employee is looked after. Adequate and 
suitable accommodation must be given for his or her non-working clothes. 
Passages as well as workrooms must be sufficiently and suitably lit. Wash- 
ing facilities must be readily available — not only H. & C. and all modern 
conveniences (with segregation of sexes), but soap and clean towels are 
not too trivial for the paternal administrators’ watchful eye. A supply of 


drinking water must also be piped in, and adequate ventilation provided by 
effective methods. Dangerous machinery must be fenced, and in case of 
such precautions failing and an employee cutting his finger on his unfenced 
penknife, adequate and suitable first-aid equipment must be maintained. 
—I. R. Guild, “The Offices Act, 1960”, The 
Accountants’ Magazine, September 1960. 
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Accounting Research 


INTEREST AND DEPRECIATION METHODS 


The increasing use in recent years 
of long-term leases as a substitute for 
more conventional types of financing 
has directed the attention of account- 
ants to the distortion of convention- 
al financial statement relationships 
produced by this procedure. The ex- 
tension of the leasing technique to 
equipment as well as real estate has 
intensified the confusion. As a result 
a good deal of attention has been 
given to the problem of comparing 
the position of conventionally fi- 
nanced companies with those which 
have obtained their productive facili- 
ties by leasing. 

Various proposals have been made 
for making statements comparable 
under these circumstances, but so far 
none of these has achieved much gen- 
eral recognition. The proposals made 
to date have been largely related to 
the balance sheet, and little consider- 
ation seems to have been given to the 
equally serious lack of comparability 
which arises in the income account. 
Most of those directly involved with 
leasing or with making choices be- 
tween leasing and ownership recog- 
nize that a comparison of the appar- 
ent costs recorded by conventional 
accounting with annual rentals will 
not tell the whole story. To the ex- 
tent that this lack of comparability is 
due to the great difference in the inci- 
dence of the tax deductions for the 
capital cost of the asset, the problem 
is not an accounting one and in any 
case can be easily determined by 
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those making decisions. The differ- 
ence in real or long-term costs which 
arises because of the difference in the 
timing of payments, and the resulting 
need to consider the time value of 
money are not, however, very often 
considered even by those making in- 
vestment decisions. The effect of 
this factor on the comparability of 
income statements does not appear 
to be considered at all. 


Rental payments under a typical 
long-term lease represent normally 
both a charge for interest on the 
funds invested in the asset and a pro- 
vision for depreciation, that is, for 
the return of the amount invested 
over the useful life of the asset. When 
funds are borrowed and used to ac- 
quire a similar asset, similar provi- 
sions are required to reflect the in- 
terest paid on the borrowed money 
and to record the expiration of the 
cost of the asset over its useful life. 
Under conventional accounting, how- 
ever, these two methods will produce 
widely varying results in the ac- 
counts even if all the terms of the 
lease are exactly equivalent to those 
involved in ownership. For example, 
if an asset costing $1,000 with a use- 
ful life of ten years could be rented 
for its lifetime on a 6% basis, the an- 
nual rental required to amortize the 
cost and return 6% on the owner's in- 
vestment would be $136. This amount 
would be charged against income 
each year in the lessee’s accounts. If, 
on the other hand, the same asset is 
purchased with money borrowed at 
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6% to be repaid over ten years in 
equal annual instalments, the annual 
payments will be the same as the 
rentals but the effect on the accounts 
will be very different. In the ac- 
counts of the owner only the interest 
portion of the annual payments will 
be recognized as an expense and the 
capital cost will be represented by 
depreciation charges, probably at the 
simple straight-line amount of $100 
per annum. The total charge to oper- 
ations in respect of ownership will 
amount to $160 in the first year and 
will decline each year as the interest 
portion of the payment declines until 
in the last year it will amount to only 
$108. 

This result is clearly absurd. It 
seems clear that under the assumed 
conditions, the real cost of the two 
methods must be equal and that one 
of the accounting procedures must, 
therefore, be incorrect. When the 
matter is studied carefully, it becomes 
apparent that the misleading result 
is produced by the conventional treat- 
ment of the asset financed by borrow- 
ing. The conventional method pro- 
duces costs which decline year by 
year despite the fact that the general 
acceptance of the postulate of equal 
utility in each year of asset life is 
demonstrated by the normal rental 
practice and by the general accept- 
ance of straight-line depreciation as 
a reasonable representation of the 
facts. 

Further analysis suggests that it is 
the failure of the conventional straight- 
line depreciation method to take the 
time value of money into account that 
is at the base of the trouble. The 


basic fallacy in the conventional ap- 
proach can readily be demonstrated 
by pointing out that no business en- 
terprise would be willing to compute 
future rentals at face value. No en- 
terprise, to be more specific, would 
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pay $1,000 in order to discharge in 
advance ten years’ rent at $100 per 
year. It is equally illogical to as- 
sume that a price of $1,000 would be 
paid for the use of an asset which is 
estimated to be worth $100 in each 
year of its ten-year life. 

When the fallacy in straight-line 
depreciation is expressed in these 
terms, it seems self-evident. Most ac- 
countants, however, even when they 
recognize the validity of the argu- 
ment and the resulting inaccuracy of 
the straight-line method, will reject 
the necessity for a change in depre- 
ciation practices on the grounds that 
the difference is not important and 
that the inclusion of interest is im- 
practical. It is also sometimes argued 
that the depreciation figure is so much 
an estimate anyway that any refine- 
ment of the kind necessary to reflect 
interest costs is pointless. 


These arguments do not seem to be 
valid. The difference will only be 
unimportant if the assets are very 
short-lived or if the appropriate rate 
of interest is low. Since most busi- 
ness assets have a useful life of ten 
years or more and a rate of interest 
of at least 10% is appropriate in all 
but very marginal enterprises, situ- 
ations in which the interest factor will 
be immaterial will be very rare. The 
other argument — that depreciation 
is so inaccurate that there is no point 
in tinkering with it — is equally diffi- 
cult to sustain. It is just because 
there are so many imponderables and 
variables in depreciation calcula- 
tions that every factor that can be 
determined accurately should be tak- 
en into account. Just as the use of a 
depreciation charge based on an esti- 
mate of useful life, even though in- 
accurate, will produce a better allo- 
cation of costs than an immediate 
charge to income, so the use of an 
approximate rate of interest will pro- 
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duce a more reasonable result than 
the assumption of a zero rate of re- 
turn which underlies the straight-line 
method of depreciation. 


To illustrate the materiality of the 
interest factor in a typical case, it may 
be pointed out that the present worth 
of $100 per year for ten years at 10% 
is, for example, only $614, rather than 
the $1,000 assumed by conventional 
accounting. This means that an an- 
nual depreciation charge of $100 is 
appropriate to an asset costing only 
$614, or, to put it another way, the 
annual depreciation charge appropri- 
ate for an asset costing $1,000 is $163. 
As this latter figure is greater by over 
60% than the conventional charge, the 
interest factor can hardly be dismiss- 
ed as immaterial. 


It seems obvious from the above 
that realism and accuracy in account- 
ing require the development of a 
technique to allow recognition of the 
interest factor in calculating deprecia- 
tion. Many theoretical writers have 
seriously advocated such a step and 
have proposed ways in which the de- 
sired results could be achieved. There 
has, however, been little general ac- 
ceptance of any such proposals, and 
there is, in fact, very little general 
knowledge of proposed procedures for 
dealing with the problem. 


The development of a technique for 
recognizing the interest factor in de- 
preciation involves deciding on a rele- 
vant rate of interest and devising a 
method for handling the interest fig- 
ure which is recorded in the accounts 
within the framework of conventional 
bookkeeping procedures. Both of 
these aspects involve problems. 


Appropriate Rate of Interest 

It is usually argued that the rate 
of interest which is appropriate for 
this calculation is the one which 
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should also be used in every evalua- 
tion of investment opportunities with- 
in the firm, namely, the weighted av- 
erage current cost of both debt and 
equity capital. The use of the average 
rate of both debt and equity is advo- 
cated on the grounds that a prudent 
enterprise will normally use as much 
debt financing as it can prudently in- 
cur but that this will never entirely 
eliminate the need for equity finan- 
cing. It follows from this assumption 
that although any particular require- 
ments may appear to be financed by 
either debt or equity alone, a realis- 
tic long-run view involves consider- 
ing each item as financed proportion- 
ately from all sources. This is true 
even if the funds come from retained 
earnings or depreciation since under 
free market conditions it must be as- 
sumed that there are always equiva- 
lent investment opportunities of com- 
parable risk available. Any invest- 
ment in additional facilities within 
the enterprise will, therefore, only be 
made by a prudent management if it 
can be expected to be at least as pro- 
fitable as the outside alternatives. In 
order to serve effectively as a meas- 
ure of management efficiency and a 
guide to management or investor ac- 
tion, any calculations used to intro- 
duce the interest factor into the ac- 
counts should use this current average 
rate of interest or yield. In prac- 
tice this will usually be the current or 
recent costs of financing debt or 
equity by the enterprise itself or simi- 
lar enterprises weighted to reflect the 
optimum debt-equity ratio for the en- 
terprise. 

It may be difficult to determine 
what rate would be appropriate in a 


specific case. It is not, however, dif- 


ficult to demonstrate that in normal 
cases the relevant rate will be some- 
thing in excess of 10%. There are, for 
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example, few companies with a cur- 
rent equity capital cost of less than 
10%. Those that appear to have more 
favourable costs are normally ex- 
tremely speculative ventures where 
the cost of capital is based on hoped 
for future profits rather than current 
performance. A company which has 
to earn 10% after taxes on its equity 
must earn 20% before taxes in order to 
do so. As a result, the relevant be- 
fore tax rate of interest to be used in 
evaluating investment opportunities 
will be in excess of 10% unless the en- 
terprise is able to obtain debt finan- 
cing at a rate of 5% or lower for more 
than two-thirds of its total capital 
needs. Since the distortion caused by 
ignoring interest is very material at 
10% and increases with the rate of 
interest, it seems obvious that there 
will be few companies in which this 
factor can be ignored without distor- 
tion of operating results and manage- 
ment decisions. 


Bookkeeping Technique 

To find a bookkeeping or account- 
ing technique for recognizing the in- 
terest factor in depreciation presents 
some problems. It is obvious that 
something more is required than the 


mere increase of the annual straight- 
line provision to the equivalent dis- 
counted figure. Such a procedure 
would produce an accumulated de- 
preciation total over the life of the 
asset which would be greater than its 
original cost. The usual approach, 
therefore, is to dispose of this excess 
by treating it as a form of interest 
income. This procedure is justified 
on the grounds that the excess credit 
really represents the imputed interest 
earned on the amount of the unre- 
covered investment in the fixed asset. 

A simple illustration (see below) 
will demonstrate the application of 
this technique in the procedure usual- 
ly referred to as the “annuity method” 
of computing depreciation. In the ac- 
companying table the amounts in- 
volved in applying the method to an 
asset with an original cost of $1,000, 
a life of 10 years, and an assumed av- 
erage cost of money of 10% is illus- 
trated. 

It will be noted that the proposed 
annual depreciation charge shown in 
the illustration is $163 per annum, the 
annual sum of which $1,000 is the 
present value. This amount will be 
charged to income account each year 
in the same way as the conventional 


ANNUITY METHOD OF COMPUTING DEPRECIATION 


Balance Annual 
Year of cost depreciation 
(1) (2) (3) 
1 $1,000 $ 163 
2 937 163 
3 867 163 
4 792 163 
5 709 163 
6 617 163 
7 516 163 
8 405 163 
9 282 163 
10 148 163 


$1,630 


Accumulated depreciation Interest 
Annual Accumulated income 
(4) (5) (6) 
$ 63 $ 63 $100 

69 132 94 

76 208 87 

84 292 79 

92 384 71 

101 485 62 
111 596 52 
122 718 41 
134 852 29 
148 1,000 15 
$1,000 $630 
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depreciation charge. On the other 
side the corresponding credit will be 
split; the portion representing the im- 
puted interest on the funds tied up 
in the asset will be credited to the in- 
come account, the balance, repre- 
senting the recovery of the costs, 
will be carried to the accumulated de- 
preciation account. The depreciation 
charge itself remains the same in each 
year, but the interest income credit 
reduces year by year from $100 in 
the first year to $15 in the tenth year. 
This amount represents the interest on 
the net investment, and it is therefore 
calculated by applying the agreed 
rate of interest to the net asset bal- 
ance at the beginning of the year as 
shown in column 2. 


It will be noted that the net effect 
of this procedure on the income ac- 
count will be the difference between 
the depreciation charge and the in- 
terest credit. This amount will act- 
ually be the same as the annual addi- 
tion to the depreciation account 
shown in column 3, and will accord- 
ingly increase from year to year as 
the interest credit declines. The 
annuity method thus produces a con- 
stant depreciation charge but an in- 
creasing net total cost over the asset 
life. 

This effect seems to contradict the 
usual view of depreciation which re- 
cognizes straight line but prefers 
methods which involve a large charge 
in early years declining to a small 
charge towards the end of the asset 
life. This is one of the most com- 
monly voiced objections to the an- 
nuity method. Its validity, however, 
seems something less than complete, 
chiefly because it is by no means 
clear that the value of using an 
asset invariably declines in an orderly 
manner over the asset’s life. There 
may be cases where this situation 
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does exist, but the general popular- 
ity of straight-line depreciation and 
the usual rental practice suggest that 
for many assets, at least, the value of 
the asset to the business is considered 
to be approximately the same as long 
as it is able to operate at its original 
capacity. 

It must also be recognized that the 
increase in the net annual charge re- 
corded by the annuity method does 
not really reflect an increase in the 
cost of using the asset. On the con- 
trary, it can easily be demonstrated 
that the interest credit is a real factor 
in income which is improperly ig- 
nored by conventional methods. This 
can be done by assuming a situation 
in which an asset can be rented at an 
annual rental which is set to provide 
a return on the market value of the 
asset at an appropriate rate of interest 
over its useful life. It is obvious that 
the depreciation charge by the an- 
nuity method on the same asset would 
be the same as the annual rental 
provided that the estimated life and 
interest rate are the same. If it is fur- 
ther assumed that the purchase is 
financed by the borrowing of money 
for a period equal to the estimated 
life at the same rate of interest, it is 
equally obvious that the net effect of 
the alternative methods on the income 
account will be the same. As it seems 
clear that in this assumed situation 
the real cost would also be the same, 
it is hard to deny the validity of the 
annuity method, at least for purposes 
of such comparisons. 


In practice, of course, the appro- 
priate rate of imputed interest will 
never equal the cost of borrowing 
because of the need to recognize 


equity costs in the imputed rate. As 


a result there will normally be a net 
credit to income in respect of interest 
under the annuity method. To many 
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critics of the method, this is a fatal 
flaw, since it seems to be contrary to 
conventional accounting principles re- 
lating to imputed earnings and un- 
realized income. To some extent both 
of these objections are probably true. 
They are, however, really irrelevant 
since the validity of accounting prin- 
ciples depends on their usefulness 
rather than the reverse. Accordingly, 
the case must be made on the 
grounds of utility or the lack of it. 
The usefulness for many purposes of 
a depreciation cost which is exactly 
comparable with rent seems hard to 
deny. Even the “interest credit” by 
reflecting the theoretical return which 
should be received from investments 
in fixed assets is useful as a measure 
of the extent to which the desired re- 
turn has actually been earned. 

The errors of judgment which may 
arise from failure to recognize the 
interest cost involved in asset owner- 
ship may, however, be more serious. 
Since the comparison of costs of 
ownership calculated on convention- 
al bases is understated and thus mis- 
leading when used as a means of 
evaluating new investment proposals 
or further leasing arrangements, many 
of the decisions made in these fields 
may be incorrect. It seems obvious 
that the use of depreciation figures 
which may be only 60% or less of the 


true cost must invariably lead to 
replacements or expansions of cap- 
ital assets that are not really justified. 
Similarly, conventional depreciation 
methods, by producing more favour- 
able results for firms which finance 
assets by ownership than for those 
which lease them, will tend to mis- 
direct investment into the enterprises 
that in actual fact are less efficient. 


We have been fortunate that the 
dangers to the national economy in- 
herent in this misstatement of fixed 
costs have been largely offset by the 
use of generally excessive deprecia- 
tion provisions with the result that the 
distortion has been less than would 
have been expected. A further saving 
factor, in recent years, has been the 
general recognition of the loss of sig- 
nificance in depreciation charges be- 
cause ,of inflation. As a result the 
errors of judgment have probably 
been less serious than they might 
otherwise have been. We cannot, 
however, expect that managements 
which over-invest in fixed assets will 
always be bailed out by inflation or 
the expansion of the economy. Some 
attention to this aspect of the depre- 
ciation problem, as well as to the in- 
flation problem, seems to be desir- 
able and necessary if future misdirec- 
tions of investment are to be avoided. 
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Practitioners Forum 


AupiTING SMALL Business — I 

This month’s column consists of a 
few highlights from the excellent 
address made by John K. Walker, 
C.A., at the Ontario Institute’s 1960 
annual conference. He dealt with 
current balance sheet verification pro- 
cedures for medium and small clients. 


Probably there is a considerable 
variance in auditing practice in the 
examination of accounts of small busi- 
nesses where the control and account- 
ing procedures are not those contem- 
plated by the authors of auditing 
texts. 


Reports 

For purposes of reporting on recur- 
ring audit examinations, the long-form 
auditor’s report is almost a thing of 
the past. 


A discussion with the client is 
usually the best method of comment- 
ing on the financial position and the 
results obtained. Writing all of the 
comments in an official report is time- 
consuming and therefore expensive. 
Also there is some danger that writ- 
ten annual comments will be filed 
away after a cursory examination by 
the client, and the time spent on the 
writing wasted. 

If a written commentary or an ex- 
planation of the financial statements 
is required, it is better to provide it 
separately and not as part of the audit 
report. 


Controls 
The size of the business is of some 
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importance in determining the audit 
procedures to be followed. However, 
sometimes accounts kept by one man 
are generally reliable, and sometimes 
accounts kept by a more sizeable staff 
are of doubtful reliability. 


A most important factor in in- 
ternal control of a small business is 
“owner-control”. Where an owner is 
in continual supervision of his busi- 
ness, signs all cheques, approves pay- 
rolls, approves vouchers, watches over 
the inventory and property and super- 
vises credit, an auditor must recog- 
nize the existence of internal control. 
Where the owner does not manage 
the business or where his management 
involves only superficial attention to 
matters of control, the lack of this 
“owner-control” must also be recog- 
nized. 


However, one cannot substitute 
character judgment for audit pro- 
cedures. An auditor cannot short-cut 
accepted audit procedures simply be- 
cause he feels he can trust the integ- 
rity of the person who supplies the in- 
formation. He cannot accept some- 
one else’s statements concerning facts 
which he is expected to determine for 
himself. In particular, an awareness 
of any interests of the owner which 
conflict with interests of creditors or 
income tax authorities must be in- 
cluded in a consideration of “owner- 
control”. 


It is perhaps too easy in the audit 
of a small business to overlook assess- 
ing the existing internal control. 
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Knowledge obtained from personal 
contact with the business is an excel- 
lent thing, but a client’s procedures 
should be systematically reviewed 
from time to time. The small busi- 
ness which has statements prepared 
monthly, reasonable cash handling 
and recording procedures, adequately 
detailed and reliable records, and 
effective approval procedures, can be 
approached for audit purposes in a 
different light from businesses where 
some of these factors are absent. 

These factors influence the extent 
and nature of interim and year-end 
procedures and also the timing of 
many audit procedures. Confirmation 
of receivables, for example, can be 
performed at dates other than the 
fiscal year end of the business if in- 
ternal control is adequate. If internal 
control is deficient, more work must 
be performed at the year end. 


Banks 


Do most auditors invariably, in all 
circumstances, carefully compare the 
bank statement and cancelled cheques 
with the client’s receipts and dis- 
bursements records for the last month 
preceding the date of the balance 
sheet? Surely bookkeepers are aware 
that auditors usually pick this month 
for careful scrutiny. As an interim 
test, the continual selection of this 
month for detailed examination is less 
valuable than a random selection. As 
a year-end procedure, is it always 
necessary? 

A more effective procedure, which 
perhaps most auditors accept as an 
additional procedure, is to verify the 
reconciling items on the client’s bank 
reconciliation by examination of bank 
cheques and statements for subse- 
quent periods. 

Outstanding cheques are probably 
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treated by most accountants as a re- 
duction in bank balances or as an in- 
crease in the overdraft. However, 
some practitioners show outstanding 
cheques as a separate item of current 
liabilities. In most circumstances the 
bank position would then correspond 
to that shown in the bank’s records. 


Accounts Receivable 

Is the use of positive confirmations, 
as recommended in C.I.C.A. Bulletin 
No. 15, “Confirmation of Receivables”, 
accepted as normal auditing practice? 


There is considerable room for 
judgment in determining when posi- 
tive confirmation of receivables is 
warranted. The bulletin makes it 
clear that a combination of negative 
and positive forms will provide suit- 
able coverage on a test basis. While 
it does not require that the positive 
method be used in all circumstances, 
it does state that it is preferred for 
larger balances. 

Is negative confirmation of all ac- 
counts an adequate substitute for a 
combination of negative and positive 
confirmation of only a sample of the 
accounts? 

Many organizations, such as gov- 
ernment agencies and chain stores, 
have accounting systems which do not 
produce an historical record of a 
creditor’s account, and so cannot con- 
veniently confirm a balance owing by 
them at a particular date. Where a 
small business has such debtors, often 
the accounts will be relatively large in 
amount, and therefore confirmation is 
of some importance. As an alterna- 
tive, positive confirmation could be 
requested of lists of the invoices 
settled by recent payments. 

The small business frequently 
needs, and often appreciates, a review 
by the auditor of the credit and col- 
lection procedures. This review offers 
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an opportunity to provide service of 
real value to the client beyond the 
performance of the normal audit. 


Inventories 

The proper taking of the physical 
inventory is essential to a reasonable 
measurement of income. Neverthe- 
less, the proprietor of a small busi- 
ness often approaches the task in a 
disorganized manner which makes an 
accurate count most unlikely. To over- 
come this situation, some advance 
planning with the client is required. 
It is most important to convince him 
that an accurate inventory is difficult 
to obtain and requires the same atten- 
tion to methods, instructions and 
supervision that might be appropriate 
for a department store. Some diplo- 
macy may be required of the auditor 
in recommending a carefully worked 
out plan. 

Observing inventory-taking has 
sometimes helped to determine which 
clients “talk a good inventory” but do 
not “take a good inventory”. 

A perfunctory signing by the 
officials of the inventory certificate is 
a dangerous situation. The owner- 
manager often places too much re- 
liance upon the auditor. When pre- 
senting this certificate for signature, 
the auditor has an opportunity to face 
the client with his primary responsi- 
bility. 


Prepaid Expenses 

Too much attention is often given 
to calculation of insignificant amounts 
of prepaid expenses. For instance, 
there is often no point in setting up 
a prepaid amount for insurance 
premiums which are on an annual 
basis. A review by the auditor each 
year of the insurance coverage is 
more important than the mere cal- 
culation of the dollar amount prepaid. 
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Fixed Assets 


With smaller businesses, the auditor 
needs to check closely the items add- 
ed to fixed assets to see that only new 
items or betterments are capitalized. 
A careful watch of repair accounts is 
usually needed. The auditor should 
make a point of viewing major addi- 
tions. 


The proper recording of disposals 
of fixed assets may present a problem 
where the smaller business does not 
have any detailed fixed asset records 
from which the cost of the disposed 
item can be determined. In these 
cases an estimated figure of cost can 
be eliminated from the asset account. 
However, after this has been done 
frequently, the residual balance be- 
comes an estimate. 

Usually, depreciation charges agree 
with amounts claimed for income tax 
purposes. This practice should not be 
followed when no capital cost allow- 
ance is claimed in loss years, or where 
a fixed asset is disposed of at such a 
large loss that the remaining balance 
of accumulated depreciation is not 
reasonable, considering the years of 
service already drawn from the re- 
maining assets. 

Usually no profit or loss on disposal 
is recorded until the disposal of the 
whole of a class of assets, as described 
in the income tax regulations. 


Accounts Payable 

The fact that some accounts cannot 
be checked to monthly statements is 
usually little cause for concern as 
many organizations do not provide a 
monthly statement. It is not normal 
practice to confirm trade accounts 
payable by correspondence with cred- 


‘itors. However, there is a great deal 


to recommend a test confirmation of 
accounts with suppliers who provide 
a large proportion of the goods 
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handled. This would be particularly 
appropriate where creditors’ monthly 
statements are not available. 


Instalment accounts payable are 
often evidenced only by a carbon 
copy, unsigned, of a standard form 
of instalment contract, and by an in- 
stalment payment book. These ac- 
counts should be confirmed by corres- 
pondence with the creditors. 


Income Tax 

A most difficult task is to persuade 
the small client to record adequately 
entertainment and _ travelling  ex- 
penses. However, where the owner 
cooperates in keeping a diary of per- 
sons entertained at lunches, parties, 
etc. and of his travelling expenses, he 
rarely finds that in prior periods his 
business expenses were overstated. 

For small businesses, most auditors 
have avoided setting up in the 
accounts deferred tax credits, largely 
because of the difficulty in explaining 
to clients the reason for providing for 
taxes which are not payable. There is 
more general acceptance of the de- 
ferred tax credit method by public 
companies. The technique is becom- 
ing better understood and should be 
used for small businesses in appro- 
priate circumstances. 


Capital 

Some businesses operating as lim- 
ited liability companies often fail to 
give sufficient attention to the form 
in which certain transactions must be 
recognized. Negligence in keeping 
minutes, recording share issues and 
transfers or dividends can create 
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problems in later years upon sale of 
the controlling shares or upon wind- 


ing up. 
Revenue and Expense 


Checking the sales and purchases 
cut-off can often be a rather difficult 
procedure where small businesses 
have rather informal receiving and 
shipping records and no perpetual in- 
ventory records. As errors in cut-off 
have the most drastic effect on the re- 
ported operating results, it is most im- 
portant that the client and auditor 
discuss this situation before the year 
end to ensure that adequate records 
are kept and a proper cut-off ob- 
tained. It may be impossible at a 
later date to reconstruct shipping and 
receiving records to prove a proper 
cut-off of sales, purchases and_ in- 
ventory. 

Comparison of revenues and ex- 
penses with those of prior years will 
on occasion enable the auditor to 
pick up errors in the accounts, such 
as inconsistent distribution of expense 
vouchers. His review with the client 
of increases and decreases in revenue 
and expenses is of great value in help- 
ing the client understand what is hap- 
pening to his business. This provides 
one of the few opportunities the man- 
ager of a small business has of talking 
frankly and openly to someone who 
understands many of the problems of 
his operation. 

A few copies of Mr. Walker’s com- 
plete address are available on request 
from the Institute of Chartered Ac- 
countants of Ontario, 69 Bloor Street 
East, Toronto 5, Ontario. 
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Tax Review 


Tax FREE DIviDENDS 


For some time now there has been 
a growing concern over foreign 
ownership and control of Canadian 
business, and the tendency on the 
part of corporations to finance ex- 
pansion out of internal funds. Al- 
though these are separate problems, 
they overlap sufficiently that it is con- 
venient to comment on them both at 
the same time. 

With increasing frequency, editori- 
als are appearing on the desirability 
of giving Canadians an opportunity 
to obtain a greater measure of con- 
trol over their own industries, and 
the suggestion is often heard that the 
government should take steps to en- 
courage foreign-controlled companies 
to sell more of their stock to Can- 
adians. The impression given is that 
moral persuasion is not enough, and 
in some quarters fiscal policies are 
advocated to achieve this end. What 
form these policies would take is 
not entirely clear since it is unlikely 
that there would be much enthusiasm 
for policies which, by imposing penal- 
ties or sanctions on foreign owners, 
would impede the flow of capital into 
Canada. To a considerable extent, 
concern over foreign ownership may 
be traceable to a growing public 
awareness that the economy of this 
country is not only strongly affected 
by external forces, but that the use 
made of its various resources, includ- 
ing labour, is to a very large extent 
determined outside Canada. Nation- 
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alism and evidence that satisfactory 
consideration is not always given by 
foreign management to the conse- 
quences of its actions on economic 
conditions in this country seem to 
have created widespread resentment. 
Even where resentment is tempered 
by objective intelligence, the possible 
and actual consequences of foreign 
ownership of Canadian business poses 
a serious and extremely difficult prob- 
lem. 


One factor that may possibly con- 
tribute to foreign ownership is the 
absence of statutory provisions to pre- 
vent Canadian corporations from 
being thinly capitalized. Consequent- 
ly, the ownership of even a substan- 
tial business may be retained with a 
minimum investment in capital stock. 


In addition, the non-resident tax 
upon dividends paid to foreign cor- 
porations is reduced from 15% to 5% 
where the non-resident corporation 
owns more than 50% of the voting 
share capital and is resident in a 
country with which Canada has a tax 
treaty. In other instances the non- 
resident tax is reduced to 5% where 
the foreign corporation owns all of 
the voting stock. Accordingly, foreign 
corporations are reluctant to reduce 
their equity below 100%, or 51% if 
they are resident in a country with 
which Canada has a tax convention 
providing for the reduced rate where 


’ there is 51% ownership. It is probably 


true that for the time being Can- 
adians would be very happy to own 
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even 49% of foreign-controlled cor- 
porations, but this nevertheless is not 
the control that is desired. 


Another factor which contributes to 
foreign ownership and also to the re- 
tention of earnings is that corpora- 
tions may deduct from taxable in- 
come the interest they are obliged to 
pay on indebtedness, whereas the 
payment of dividends gives rise to 
no such deduction. Accordingly, cor- 
porations will often seek to obtain the 
necessary funds by borrowing rather 
than by issuing equity stock. If the 
funds are borrowed in Canada, Can- 
adians become creditors of the cor- 
poration, but they do not become 
owners. 


It is true that our present tax laws 
favour the individual who receives di- 
vidends rather than interest because 
of the 20% dividend credit. The con- 
sequences of this dividend credit and 
its effect upon the economy have not 
been studied in sufficient detail to 
arrive at any conclusions, but it is 
submitted that it is not sufficient to 
outweigh the corporate advantages of 
debt capital. 


With respect to the distribution .of 
earnings there are, of course, many 
reasons why management may prefer 
to be conservative. To distribute 
earnings and then turn around and 
borrow funds or issue stock may seem 
illogical to many companies, particu- 
larly when the Treasury takes a large 
portion of such distributions. It may 
suggest also another reason why 
foreign corporations may not wish to 
have stock of subsidiaries owned by 
Canadians who might be expected to 
exert pressure on management to de- 
clare dividends. From a company’s 
standpoint it is invariably expedient 
to retain funds for expansion that 
might otherwise be distributed as di- 
vidends to avoid the problems and ex- 
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pense of locating capital or organizing 
and underwriting. Moreover, in many 
instances, a controlling shareholder 
will not want to receive dividends as 
he would prefer to realize a non-tax- 
able capital gain eventually rather 
than receive taxable income immedi- 
ately. 

Judging from statements in the 
press and elsewhere, it would seem 
that measures to encourage personal 
savings and a greater distribution of 
corporate earnings would be benefi- 
cial to the economy. Moreover, no 
one will deny that Canadian owner- 
ship of Canadian industry would also 
be welcome. 


Unfortunately, however, it would 
seem that problems of foreign owner- 
ship and undistributed earnings will 
remain so long as our present laws 
favour thin capitalization and cor- 
porate debt, as opposed to heavy cap- 
italization and equity financing. 

No doubt many people are seeking 
solutions to this problem, but one 
which appears to have many ad- 
vantages and few disadvantages, and 
is extremely simple, would be to 
exempt from tax entirely dividends 
from Canadian corporations received 
by residents of Canada. This pro- 
posal is not new, but it is quite pos- 
sible that because of its simplicity 
it has not been taken seriously. 


The disadvantages of this proposal 
appear to be three in number. The 
first and most obvious is that there 
would be loss to the Treasury. How- 
ever, it is believed that this is not 
nearly as serious as one might expect 
and could be easily overcome. De- 
tails concerning this particular aspect 
of the problem are discussed later. 

The second disadvantage is that the 
trend of the market would be away 
from bonds and such securities as the 
investment dealers and the public 
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TAX REVIEW 


could be expected to prefer shares or 
stock. This trend might conceivably 
condition the market to equities 
which would presumably make it 
more difficult for the government and 
like bodies to borrow. On the other 
hand, Canadians have often been ac- 
cused of being timid investors, and 
any incentives to get them to put up 
equity capital would probably do the 
country a great service and remove 
the under-capitalization problem. 


The third disadvantage would be 
encountered in Parliament where 
members left of centre could be ex- 
pected to raise a howl. This is not 
a new problem as voices have been 
raised in the past decrying the 20% 
credit on dividends now allowed. 
However, these criticisms are easily 
turned aside by pointing out that the 
man who receives dividends must 
have saved out of taxable income 
sufficient funds to invest in shares. 
Moreover, since corporations do not 
get a deduction for dividend pay- 
ments, the amounts received by share- 
holders have already been effectively 
taxed. 


No one needs to stress the ad- 
vantages that would accrue to those 
people owning shares of corporations 
as they speak for themselves. An 
added inducement, however, is that 
the investing public could be expect- 
ed to demand equity capital instead 
of ordinary indebtedness. It might 
also create a larger pool of risk cap- 
ital which is so sadly lacking in this 
country. 

Another advantage which should 
not be overlooked is the simple fact 
that if corporations tend towards 
equity financing, as would be expect- 


ed, the Treasury should benefit by - 


virtue of the fact that instead of pay- 
ing interest the corporations would 
be paying dividends. Automatically 





437 





the taxable income of the corpora- 
tions would increase, and so would 
the income tax payable, because of 
the loss of the interest deduction. 


The foregoing advantages should 
not be minimized, but they seem 
small when compared to the ad- 
vantages to be gained and the trouble 
to be avoided in corporate acquisi- 
tions, reorganizations and the like. 
For years Canadian businesses and 
their advisers have wrestled with the 
problem of “designated surplus”. This 
problem has been so acute that the 
joint committee representing the Can- 
adian Bar Association and the Can- 
adian Institute of Chartered Account- 
ants recommended in January that “a 
Royal Commission or a special com- 
mittee be appointed to study the 
problems arising generally from the 
scheme of double taxation of corpora- 
tions and corporate distributions and 
in particular from the designation of 
surplus under section 28(2) of the 
Act, with the object of suggesting a 
new approach”. 


By the simple expedient of exempt- 
ing all Canadian dividends from tax, 
the whole problem would be re- 
moved. Designated surplus was an 
attempt to recapture tax revenue that 
was lost through individuals selling 
their corporation and receiving a cap- 
ital gain rather than taking dividends 
and thus increasing their tax bill. 
The concept of designated surplus is 
legitimate and well-founded under 
the existing scheme of taxation, but it 
has made business mergers and re- 
organizations so complex that bona 
fide transactions have been greatly 
discouraged. If no tax revenue is 
being lost through the non-payment 
of dividends, then the purpose of 
designated surplus disappears, and 
accordingly the provisions relating to 
it could be deleted from the Act. 
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In fact, the Canadian Income Tax 
Act could probably be reduced by 
more than 12% of its present size 
through this simple expedient, since 
the following provisions would also 
be deleted: 


S. 8 Appropriations and loans to 
shareholders 
S.11(1)(da) Repayment of loan by share- 
holder 
S,.11(2) Shareholder’s depletion allow- 
ance 
Ss. 28(2) Designated surplus 
to (12) 
S. 38 20% credit for dividends 
S. 63(11) Dividend credit-trusts 
Ss. 67(6) Dividend payments and 
to (10) credits—personal corporations 
Ss. 81 and 82 Undistributed income 
S. 851 Amalgamation of corporations 
S. 105 Tax on undistributed income 
S. 105A Tax on premiums paid on re- 


demption of acquisition of 
capital stock 


S. 105B Tax in respect of dividends 
paid out of designated surplus 
S. 105C Tax in respect of undistrib- 


uted income after amalgama- 
tion 

Apart from the obvious advantage 
to be gained from the elimination of 
the designated surplus concept, great 
advantages would be gained also from 
the elimination of the undistributed 
income concept. Many hours are 
spent by officials of the Department 
of National Revenue and businessmen 
and accountants in calculating, com- 
puting and wrestling with problems 
concerning undistributed income. 
Files from 1917 or the date of in- 
corporation must be maintained in the 
event that undistributed income has 
to be calculated. This and many 
other factors create a large waste of 
time and money which can be easily 
reduced through a very simple 
amendment to the Income Tax Act. 
It is probably safe to say also that the 
foregoing sections cause as much 


problem and concern as the rest of 
the Act itself. 


As outlined earlier, the main objec- 
tion to tax free dividends would be 
the loss of revenue to the Treasury. 
However, if one examines the figures 
closely, it will be seen that the am- 
ount of tax revenue derived from the 
taxation of dividends is astonishingly 
low. This results from the 20% divi- 
dend credit and the fact that corp- 
orations are not distributing a large 
percentage of their income. The 
exact figures are not available, but 
from a careful analysis of taxation 
statistics an informed opinion can be 
reached. The information which fol- 
lows has been extracted from the pub- 
lication of the Department of Nation- 
al Revenue entitled Taxation Statis- 
tics, 1960. 


In 1958, Canadian corporations 
other than banks and insurance com- 
panies paid dividends of $1,265 mil- 
lion (including stock dividends of $40 
million), while they received divi- 
dends from other Canadian compan- 
ies of $340 million. Of the balance 
of $925 million distributed outside the 
corporate framework, only $291 mil- 
lion was reported on individual in- 
come tax returns. Of this $291 mil- 
lion a fair portion is no doubt derived 
from foreign sources and banks and 
insurance companies, so that it is ob- 
vious that the major portion of divi- 
dends is flowing out of the country or 
to insurance companies and non- 
taxable institutions such as pension 
trusts and the like. No figures are 
available as to the distribution of 
dividends between these various 
groups, but it is obvious that divi- 
dends in themselves do not bear a 
large portion of the tax burden since 
something less than 30% of the total 
is being taxed in the hands of indi- 
viduals. 
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TAX REVIEW 


In order to arrive at the amount of 
tax collected upon Canadian divi- 
dends, it has been assumed initially 
that all the dividends were received 
from Canadian corporations since no 
figures are available as to the amount 
of foreign dividends and since it 
would appear likely that the foreign 
tax credit claimed in respect of those 
dividends would almost be the same 
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not subject to tax because exemptions 
etc. exceeded the income, thus leav- 
ing a balance of $279,797,000 on 
which tax was collected. 

Based upon the foregoing assump- 
tions, analysis of the returns of each 
income group was made and the tax 
calculated using the marginal rate of 
tax in each bracket. The 4% invest- 
ment surtax was ignored. In sum- 


as the 20% dividend credit. Of the mary form, this analysis showed the 
$291 million, some $12 million was following: 
Dividends Income tax 
received on dividends 
Gross income (000’s omitted ) (000’s omitted ) 
$ 1,000- 9,000 $ 97,583 $ (3,106) 
9,000- 15,000 44,621 3,190 
15,000- 20,000 22,122 3,982 
20,000- 25,000 16,630 3,825 
25,000- 50,000 44,255 12,391 
50,000-100,000 30,603 10,099 
100,000 and over 23,983 10,913 
$ 279,797 


The tax loss in the $1,000-9,000 
income group results from the fact 
that the dividend credit of 20% ex- 
ceeds the tax otherwise exigible. 


From the foregoing it can be seen 
that the income tax collected from 
all dividends received by individuals 
amounts to approximately $41 mil- 
lion. If one assumes that about 10% 
of this amount is derived from foreign 
dividends, it would appear that the 
tax on Canadian dividends yielded 
some $37 million, which is not a very 
large sum. 


In addition to the foregoing $37 
million, tax revenue was derived from 
the 4% investment income surtax, the 
15% tax upon the capitalization of un- 
distributed income and tax of indeter- 
minate amount from payments out of 
designated surplus, etc. An approx- 
imate figure for these sources would 





$ 41,294 








be $3 million from the investment 
surtax, $7 million from the 15% on un- 
distributed income and, for the sake 
of argument, $1 million from other 
sources. 


Thus the total yield from the taxa- 
tion of dividends in 1958 could not 
exceed $48 million. Arthur W. Gil- 
mour in a paper delivered at the At- 
lantic Provinces Tax Conference and 
reprinted in the January-February 
1960 issue of The Canadian Tax 
Journal developed this idea and ar- 
rived at a total of $44.7 million for 
the year 1956. His method of calcu- 
lating the tax is different from the 
one used above, but it serves to con- 
firm the amount of $48 million since 
‘dividends reported by individuals in- 
creased by $27 million during the 
period. 


In 1958, Canadian corporations re- 
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ported taxable income of $2,959 mil- 
lion (excluding loss companies) on 
which they paid income tax of $1,056 
million, or an effective rate of 352%. 
If the rate of corporation income tax 
was increased by 2% the Treasury 
would gain an additional $59 million. 
This suggests that a temporary in- 
crease in the corporation income tax 
rate would more than make up for 
any loss of revenue if Canadian divi- 
dends were exempted from tax. It 
may be, however, that no increase in 
tax rates would be necessary in the 
long run if one considers the likeli- 
hood of corporations switching from 
borrowed to equity capital. In 1958 
corporations paid interest of $725 mil- 
lion, of which mortgage interest ac- 
counted for $63 million. If one as- 
sumes that one-quarter of the balance 
of $662 million was converted to 
dividend payments instead of inter- 
est payments, the taxes would, at an 
effective rate of 35%, be increased by 
$58 million. Admittedly this could 
not be accomplished immediately, 
but it is suggested that a short-term 
deficiency in revenue (if corporation 
tax rates were not increased) would 
be well covered in future years when 
the trend towards equity financing re- 
flected increased tax revenues. 

It is true that individuals of great 
wealth would be the gainers under 
this suggestion, but it should not be 
overlooked that they are perhaps pay- 
ing too high a tax already. More- 
over, individuals having an income of 
more than $50,000 receive only $55 
million in dividends or less than 19% 
of the total on which they pay tax of 
$19.6 million. Surely this tax con- 


cession would be more than offset 
‘by the advantages to be gained from 
the whole scheme of exempt divi- 


dends. If, on the other hand, this is 
not palatable, methods can easily be 
devised to offset the advantage to the 
wealthy. One that comes readily to 
mind is to impose the investment sur- 
tax on dividends only and to gradu- 
ate the rates so that the higher in- 
come classes pay a substantially high- 
er rate upon dividends received from 
Canadian corporations. 


In any event, it is submitted that 
the exemption of dividends has more 
advantages than disadvantages and 
should be seriously considered by 
those qualified to make recommen- 
dations or act on the matter. 


THE LAW 


Canada-Norway Tax Convention 

A convention between the Govern- 
ment of Canada and the Government 
of the Kingdom of Norway for the 
Avoidance of Double Taxation and 
the Prevention of Fiscal Evasion with 
respect to Taxes on Income was sign- 
ed on July 29, 1960. The convention 
is not yet law, as the instruments of 
ratification have not yet been ex- 
changed. However, once they have 
been exchanged the provisions of the 
convention will have effect with re- 
spect to taxes imposed on dividends 
paid to residents of the other country 
on or after January 1, 1960 and, with 
regard to income taxes, the 1960 taxa- 
tion year. The terms of the conven- 
tion are substantially the same as 
those of other conventions. With 
respect to dividends, the normal 15% 
rate is reduced to 5% where the re- 
cipient is a company that owns 
more than 50% of the shares (having 
full voting rights under all circum- 
stances) of the company paying the 


dividend. 
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MAGAZINE ARTICLES 


ACCOUNTING 

“THE UrceNtT NEED FOR ACCOUNTING 
Rerorms” by Albert J. Bows. NAA 
Bulletin, Sect. 1, September 1960, pp. 
43-52. 

The author of this article demon- 
strates how conservative accounting 
procedures can be costly to a com- 
pany in terms of the market value of 
its stock and the deals that it can 
make in acquiring other companies. 

To illustrate the problem, he pre- 
sents income statements for two hy- 
pothetical companies in exactly the 
same line of business, selling the same 
product, and with the same number 
of officers and employees. They are 
assumed to operate the same num- 
ber of hours, to have identical facili- 
ties, and to be subject to the same 
taxes. Sales and the actual economic 
costs of operation are similarly as- 
sumed to be identical. The reported 
costs, however, are different. 


The conservative company com- 
putes costs that are 20% higher than 
its competitor’s. It computes double- 
declining depreciation, pays its offi- 
cers a cash bonus in addition to sal- 
ary and costs its inventory on a Lifo 
basis. Its promotional-minded com- 
petitor reports depreciation on a 
straight-line basis but takes fast de- 
preciation for tax purposes. It adopts 
a restrictive stock option plan for its 
officers, adopts Fifo for inventory pur- 
poses, and fails to provide for de- 
ferred taxes. With these accounting 
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modifications and the reporting of a 
phantom profit on a sale-lease-back, 
the second company manages to re- 
port earnings of $1.38 a share in con- 
trast to 50c a share for its conserva- 
tive competitor. 

The example given by Mr. Bows 
would be unrealistic were it not for 
the fact that in both cases he used 
acceptable methods of accounting. 
The average investor rarely allows for 
such differences in computed earn- 
ings when valuing a stock, he says, so 
that market valuations based on earn- 
ings per share may penalize the com- 
pany whose accounting practices are 
conservative. It will also pay a price 
for its conservatism if it attempts to 
use its stock to buy another company 
unless its reported earnings are ad- 
justed. 

Greater uniformity in financial re- 
porting is the solution that Bows offers 
to the problem posed. To achieve 
this end he calls on all accountants, 
both industrial and public, to take ad- 
vantage of the opportunity to express 
their views on financial reporting to 
the American Institute’s Accounting 
Principles Board. 


“DisTRIBUTION Costs AND MARKETING 
Decisions” by J. D. Edwards. Cost 
and Management, July-August 1960, 
pages 244-248 

The crux of the distribution cost 
challenge, according to the author of 
this article, is the problem of separat- 
ing costs jointly incurred for the sale 
of several types of product. 
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One method of sorting distribution 
costs is based on the function for 
which the costs are incurred. The 
entire marketing effort is divided in- 
to such functions as selling, advertis- 
ing, warehousing, transportation, 
credit and finance. Each of these 
functions is then broken down into 
further divisions until many costs can 
be segregated directly at incurrence. 
Costs which cannot be apportioned 
directly must then be spread on the 
basis which is assumed to reflect most 
clearly the benefit derived from them 
by the various functions. The utility 
of the functional method of distribu- 
tion cost classification depends upon 
the complexity of the process of dis- 
tribution required. If many products 
are involved and the marketing effort 
is great, the functional method of 
analysis may not be sufficiently speci- 
fic to provide adequate control. 


More specific information can be 
obtained by breaking costs down in- 
to still finer classifications. Functional- 
ized costs, separated as to direct and 
indirect, may be further divided ac- 
cording to any number of unit bases, 
such as the commodity sold, the type 
of customer, the channel of distribu- 
tion, and the territorial or organiza- 
tional divisions. 

In addition to a record of the past, 
distribution cost standards are need- 
ed. Such standards provide not only 
a basis of comparison, but also a 
basis of matching costs and revenues. 
Selling costs are usually treated as 
period costs even though some of 
these costs bear no relation to sales 
booked. Distribution cost standards 
can be used to overcome this conflict 
in treatment. A difference between 


actual and standard distribution costs 
representing avoidable error should 
be written off as a business loss. If it 
represents expenditures made to stim- 
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ulate sales in succeeding periods, it 
should remain on the books as a de- 
ferred item. 

The period cost concept would not 
be accepted in production costing be- 
cause the methods of handling indi- 
rect production costs are well estab- 
lished on a unit of product basis. But 
a widely accepted technique for de- 
ferring distribution costs has not yet 
been devised. 

Accountants should endeavour to 
eliminate this distinction in the treat- 
ment of product costs and distribution 
costs. The truly significant relation- 
ship is the one existing between justi- 
fiable expenditures which produce 
revenue and the revenue produced. 
Costs of revenue, rather than costs of 
goods, attain prime importance when 
the artificial barrier of the account- 
ing period is removed. The matching 
of costs to revenue is the ultimate 
goal of the accountant. Recording 
costs and tracing cost conversions 
within the firm are only instrumental 
to this third step. 


MANAGEMENT 

“WHEN Is Price Repuction Prorirt- 
ABLE?” by Clare E. Griffin. Harvard 
Business Review, September-October, 
1960, pages 125-132. 


This article discusses the feasibility 
of price reduction as a means of stim- 
ulating sales in the short run. More 
specifically, the author questions the 
feasibility of price reduction for main- 
taining profits or reducing losses in an 
oligopolistic industry in the face of a 
real or threatened decline in consum- 
er purchases of the product in ques- 
tion. 

Whether a price reduction would 
maintain or increase profits depends, 
writes Professor Griffin, on the effect 
of the action not only on revenues but 
also on costs. Provided the demand 
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curve for a product is elastic, a price 
cut will always increase total reven- 
ues. It is fallacious, however, to as- 
sume that the higher output generat- 
ed thereby will always substantially 
lower production costs per unit by 
“spreading the overhead”. In the ma- 
jority of industries, writes Griffin, 
fixed costs comprise only about 20% 
of total costs so that relative to ag- 
gregate costs there is not much over- 
head to be distributed. Thus, in the 
automobile industry, where the de- 
mand curve has an elasticity of about 
1.5 and fixed costs represent 20% of 
total costs, a reduction of $100 in the 
price of a car would be matched, ac- 
cording to the author’s figures, by a 
reduced cost per car of only $26.42. 
Profits in the industry in the aggre- 
gate would be much less at the lower 
price than they were at the original 
price. Professor Griffin estimates 
that volume would have to increase, 
in fact, by 17.84% in the automobile 
industry to justify a reduction of $100 
in the price of a car. This is equiva- 
lent to saying that the elasticity of 
demand for automobiles would have 
to be 4.46 to justify a price reduction 
of 4%. 

From his analysis of the automobile 
industry, the author generalizes that 
the higher the margin of profit per 
dollar of sales, the more can price 
reduction be used as a competitive 
weapon. Secondly, the greater the 
price reduction, the greater must be 
the coefficient of demand elasticity 
if profits are to remain unimpaired. 
Thirdly, the higher the ratio of 
variable costs to fixed costs, given 
the elasticity of demand, the less the 
likelihood of a price reduction main- 
taining or increasing the profits of an 
industry. 

In the automobile industry, Griffin 
asserts without qualification, the effect 
of a general price reduction on de- 
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mand and on total revenue is not 
great enough to induce a price reduc- 
tion when allowance is made for the 
effect of increased volume on costs. 
To maintain profits, the unit costs of 
the added production must decline by 
more than the price reduction. This 
will not happen in an industry where 
fixed costs are a small proportion of 
total costs. In most manufacturing 
industries, variable costs are a higher 
proportion of total costs than the pub- 
lic commonly assumes them to be. In 
this fact, concludes the author, lies the 
chief source of error in reasoning 
about the feasibility of price reduc- 
tion. 


“EDUCATION AND THE CANADIAN CON- 
SUMER’ by D. S. R. Leighton. The 
Business Quarterly, 1960, pages 111- 
116. 

It is the thesis of this article that 
the revolution underway in the pat- 
tern of education in Canada will have 
a profound effect on living standards 
and buying habits. 

The proportion of Canadians in the 
15 to 18 age group will nearly double 
in the next 20 years, according to the 
author. In addition, the number of 
young people in the country will also 
double. At the university level, enrol- 
ments are increasing and the share of 
eligible people going to college is 
gaining twice as fast as the rate of 
population growth. These _ trends 
mean that by 1970, six or seven out 
of every 10 people coming into the 
period of family formation will have 
a high-school education. This com- 
pares with four out of 10 at the pres- 
ent time. At the same time, 15 out 
of every 100 will come into the mar- 
ket with a university education, com- 


‘ pared to only 7 out of 100 at present. 


The effects of the educational boom 
will be felt directly by firms which 
supply the educational industry. The 
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injection of increasing numbers of 
better-educated workers and consum- 
ers into the market may also be ex- 
pected to have important indirect ef- 
fects on business. Living patterns, 
buying habits and buying motives all 
tend to change as the level of edu- 
cation improves. 


Better-educated people devote a 
greater proportion of their incomes 
to insurance and medical services. 
Savings, investments and bank ac- 
counts also appear to rank higher in 
the value-scale of the educated con- 
sumer. Proportionately more is spent 
on the home and on home furnishings 
by the consumer with a higher level 
of education. Automobiles and cloth- 
ing for his wife appear to absorb a 
higher proportion of the better-edu- 
cated male’s income. 

Education, says Leighton, appears 
to be correlated with recreation and 
expenditures on travel, sports, art and 
music. 

In summary, education should pro- 
vide a strong impetus for the develop- 
ment of different and, usually, better 
and more expensive tastes. It should 
also lead to better medical care, more 
financial security, and bigger and 
more attractive houses. 


Exploring the implications for the 
businessman of the changing pat- 
tern of consumer tastes, Leighton 
sees a bright future for convenience 
goods. Another area for growth, he 
says, is the private label. Coincident 
with the trend to private labels should 
be greater integration, with the re- 
tailer taking over more and more pro- 
cessing and manufacturing functions. 
Bigness in distribution will mean 
greater competition in many lines. It 
will mean narrower margins, higher 
turnover and much greater sales pro- 
ductivity per dollar invested in fa- 
cilities. 
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All these things will come to pass, 
in Leighton’s view, provided there is 
no war and provided Canadian busi- 
nessmen learn to compete economic- 
ally with the Russians. A third con- 
dition essential to progress is that 
the politicians resist the temptation to 
tinker with the complex and delicate 
machinery of the free-market mechan- 
ism. 


BOOK REVIEWS 
“Systems Analysis for Business Man- 
agement”, by L. Optner; published 
by Prentice-Hall Inc., Englewood 
Cliffs, N.J.; 276 pages; $8.00 

This book appears to be written 
primarily for those engaged in sys- 
tems analysis work and to a lesser de- 
gree for general management. In 
the main, it aims to provide a soph- 
isticated approach to the subject. 

The early chapters dwell on the 
very large field of feasibility studies 
for the use of electronic and other 
types of equipment and systems de- 
sign. The author has attempted to 
establish a format for analyzing sys- 
tems for all types of businesses. 
Whether this can be done effectively 
by the methods proposed must remain 
a question in the mind of the inform- 
ed reader. 

The text includes many charts, 
check lists and _ illustrations. The 
check lists, in particular, are reason- 
ably complete and may prove useful, 
particularly for persons engaged in 
systems analysis work. 

A review of the first half of the 
book gives the impression that little 
new information is contained, but that 
it is rather a summary of examples. 
The author is to be complimented on 
the basic research completed, al- 
though the theory presented for sys- 
tems analysis is possibly clouded be- 
cause of an excess of illustrations. 
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A chapter is devoted to evaluating 
four computer systems. Readers fa- 
miliar with the computer field will 
realize that this is a limited coverage. 
The comparison is a mixture of ra- 
ther broad statements on each ma- 
chine, together with certain technical 
data. 

The second half of the book is de- 
voted to case studies. These are 
well-prepared and provide an inter- 
esting base for discussion. Each study 
is terminated with a series of ques- 
tions, but there is no means for the 
reader to compare possible solutions 
with either actual or theoretical ones. 

In summary, the question must be 
asked whether this book adds any- 
thing to those already published cov- 
ering systems design and analysis. It 
probably has a place as a text to be 
used by those engaged in practical 
systems analysis work. The value to 
this group would lie in the check lists 
and questionnaires included. Read- 
ers who are primarily engaged in the 
field of general management would 
benefit little unless they had a tech- 
nical background in the subject and 
were interested in reading new works 


on it. 
G. H. CowrertuwalrtE, C.A. 
Toronto, Ontario. 


“Principles of Economics and the 
Canadian Economy” by R. C. Bellan; 
published by McGraw Hill Company 
of Canada Limited, Toronto; 540 
pages; $7.50 

One reflection of our growing na- 
tionalism in Canada is the constant 
effort we exert to distinguish our- 
selves from the United States. This 
is particularly evident in the educa- 
tional field, where we insist on using 


textbooks written in this country, if ° 


at all possible, claiming that Cana- 
dian practices are quite different from 
those in the U.S.A. 
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“Principles of Economics and the 
Canadian Economy” appears to have 
been created to take advantage of this 
sentiment. The book is extremely 
similar to the more successful Ameri- 
can introductory economics texts in 
virtually all respects, except that Can- 
adian historical and institutional data 
have been included. The more signi- 
ficant additions deal with Canadian 
agricultural price supports, trade 
unions, public finance, central bank- 
ing and control of competition. 


Like its American counterparts, the 
book is designed to be used in intro- 
ductory courses that survey briefly 
the whole field of economics. It con- 
sists of eight parts: introduction, the 
theory of price, firm and industry, dis- 
tribution of income, international 
trade, public finance, money and 
banking and national income. 

For those accountants who have 
taken university courses in economics, 
it is unlikely that the book could add 
much, although it might be a useful 
refresher. Those whose formal know]- 
edge of the subject is more limited 
might find valuable the historical and 
institutional information, and the dis- 
cussions of government monetary and 
fiscal policies, foreign aid and trade 


agreements. 
J. E. Sanps, C.A. 


University of Toronto. 
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Goop Stupy Hapsits 
Ralph Selby, C.A. 


The phrase “study habits” seems to 
have an unpleasant connotation. We 
tend to think of hours spent en- 
sconced in reading lesson material, 
writing our weekly assignments (or 
writing them weakly, whichever is 
applicable) and, more recently, pre- 
paring for and writing examinations. 
Yet, once started, study can be en- 
joyable. This is due to a good mental 
approach to our work, our profession 
and our studying. Possibly it is also 
due to the use of proper study ma- 
terial and respect for reasonable study 
habits. Let us review this topic 
briefly. 

Why Study? 

You have embarked on the road to 
becoming a chartered accountant be- 
cause you expected the field to be 
interesting as well as useful and re- 
munerative. You wish to obtain the 
training necessary to make you a good 
chartered accountant. This is why 
you study. 

Our course of instruction is the 
basis of our training, and our daily 
work is our application of and the 
experimental field for what we have 
learned. Our lessons prepare us for 
this work, and by a reasonably rigor- 
ous schedule provide the mental and 
physical discipline for success in our 
profession. Our course also prepares 
us for the examinations, which are 
necessary to ensure that our standard 
of technical knowledge befits the trust 





which clients and the public place in 
our work. 


Source of Study Material 

There is plenty of study material 
available, but a lengthy list of sources 
will not appear here. Instead, we 
will concentrate on the lessons, text- 
books, and some of the publications 
available as well as on the day- 
to-day training. Each may be used 
in particular ways to achieve a com- 
mon end. 


Some Methods 

Lesson material and texts form the 
basis of the “correspondence” course. 
In the front of each year’s lesson ma- 
terial is a suggested method of pre- 
paring for and completing your les- 
sons. This preface should be read at 
least two or three times during the 
course year to ensure that you are still 
on the “straight and narrow”. Of 
course there is no excuse for copying 
your homework directly from the les- 
son material or for merely paraphras- 
ing the latter and submitting this as 
your own product. The lessons are 
to assist you; they cannot accom- 
plish this if you by-pass them. While 
reviewing lesson material, you should 
always keep in mind that you are 
“reading to remember”. Just to think 
of this point before you start reading 
will help your memory process. How- 
ever, other useful memory aids are 
available. For example, after you 
have read the material for each les- 
son, make a list of (a) important 
points in the lesson and (b) any sec- 
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tions with which you had trouble. 
After your lesson has been returned, 
you may have to amend the list. A 
summary of such points from each 
lesson is invaluable when examination 
time approaches. It may well cut 
your studying time in half while ap- 
preciably improving your results. 
Preparation of the summary also re- 
quires you to recognize your par- 
ticular weaknesses, a very beneficial 
end result in itself. 


Publications 


The Canadian Chartered Account- 
ant and The Journal of Accountancy 
are of interest to readers at all levels 
of accounting knowledge. You should 
read and digest articles on account- 
ing and auditing research and prin- 
ciples, as well as any other articles 
which may appeal to you. This read- 
ing broadens your knowledge of and 
familiarity with some of the problems 
of modern accounting and auditing. 
This change from studying the texts 
of your course of instruction may well 
increase your enthusiasm for your 
daily work and put you in a better 
frame of mind for approaching les- 
sons. Sometimes the articles in these 
journals will help you to solve prob- 
lems in vour daily work, and certainly 
they contain useful information for 
examination purposes. 

Close attention should be paid to 
the brochure “Chartered Accountant 
Examinations in Canada” sponsored 
by the Committee on Education and 
Examinations of the Provincial Insti- 
tutes and available from the Canadian 
Institute offices. It contains six in- 
formative articles dealing with exam- 
inations and studying. Esveciallv 
worth mentioning are two sections, on 
pages 15 and 17, respectively. in 
the article “How to Complete Suc- 
cessfully the Chartered Accountants 
Course of Instruction” by W. G. 
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Leonard, F.C.A., director of profes- 
sional courses for Queen’s University. 
Under “How to Read”, Professor 
Leonard says “Never pass by any part 
of the instruction that you do not un- 
derstand.” This rule is basic in all 
learning; you cannot build knowledge 
on a weak foundation. Further on, 
under “How to Work Lesson Exer- 
cises”, he says “Mastery of technique 
is valuable not only because examina- 
tions must be passed in order to qual- 
ify, but because the same qualities are 
extremely useful in professional prac- 
tice and in business administration.” 
It cannot be emphasized too strongly 
that proper technique is a prime 
factor in obtaining the maximum 
number of marks on examinations 
that your knowledge justifies. 


Studying on the Job 

While study material will provide 
the source of much information, you 
may clarify your thinking best during 
your daily work. This period is not 
generally used to its greatest ad- 
vantage. Every student on every job 
should ask himself: “Why am I doing 
this step? What errors or internal 
control weaknesses am I likely to en- 
counter? How important is this weak- 
ness, once uncovered? Can it be 
economically eliminated?” If you can- 
not answer these questions in general 
terms, you should not continue with 
the work until you and your senior 
have carefully reviewed the pro- 
cedure and its significance in relation 
to the audit as a whole. 


Another area from which to gather 
information on the job is the working 
paver file. You should review it care- 
fully during the course of the audit 
(on your own time, if necessary) and 


‘try to determine how the scope of 


the examination was set and why. See 
if you think whether any steps do not 
conform to generally accepted ac- 
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counting practice or if any generally 
accepted auditing procedures have 
been omitted. Discuss these areas 
fully with your senior. If you are still 
not satisfied, ask one of the partners 
in your firm to explain the particular 
circumstances. Based on the greater 
experience and the broad viewpoint 
which they have obtained through 
their accounting practice, principals 
in a firm are best equipped to provide 
the very sound reasons for presenta- 
tion and for the inclusion or omission 
of audit steps. Some problems cannot 
always be explained during the field 
work, as the senior must confer with 
the partner in charge of the job to 
obtain his opinion. This type of query 
could be followed up with the senior 
after he has discussed it with the 
partner. 

Discussion on the job will add im- 
measurably to your knowledge and 
will provide sound grounding for the 
exercise of your judgment during the 
course of your training. 


“Social” Studying 
Interest in your work does not stop 
at five o'clock. A good means of stab- 
ilizing your thinking and that of 
others is to discuss your problems 
with fellow students. They are at 
your technical level, and this environ- 
ment is where you may most freely 
propound your individual views. 

You should also take an active part 
in the student association in your 
province and, if possible, be a part of 
the association’s administrative group. 
You will find useful and rewarding 
experiences in organizing its activities 
and in the opportunities to meet and 
talk with the leaders of your pro- 
fession. 

Studying is made easier by main- 
taining an enthusiastic mental out- 
look on your work and by taking ad- 
vantage of the many interesting op- 
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portunities from which knowledge 
may be collected. 


AN AUDIT CASE 


(The need for alert application of each 
portion of an audit program) 


Recently tests made by auditors, in 
the course of an interim examination, 
raised questions concerning the appli- 
cation of cash remittances and the 
posting of discounts and freight 
allowances which eventually disclosed 
a defalcation of approximately $30,- 
000 in the accounts of a subsidiary of 
a substantial client. Subsequent in- 
vestigation revealed that manipula- 
tion of records in the accounts receiv- 
able section had been going on for a 
number of years and had involved 
collusion among three employees 
within the client’s office as well as 
cooperation on the part of at least one 
customer. The nature of this defalca- 
tion and the manner in which it was 
uncovered illustrate the vital import- 
ance to clients and to auditors of 
alert application of routine pro- 
cedures undertaken as part of any 
regular audit program. 


Nature of Defalcation 


The manager of the accounts re- 
ceivable section, his predecessor (pro- 
moted to another position within the 
company) and the chief accountant 
collaborated in the misapplication of 
cash remittances (principally from 
one customer, whom we shall call 
Company “X”) and the inflation of 
discounts and freight allowances so as 
to cover up the nonprocessing and, 
consequently, the nonpayment of in- 
voices covering merchandise shipped 
to individuals designated by the dis- 
honest employees. These employees 
were in a position to list cash remit- 
tances on a daily “Record of Collec- 
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tions Received” after control of the 
total cash had been established on 
adding machine tape in the cashier’s 
department. Remittances came from 
approximately 1,200 customers and 
totalled $2 to $3 million monthly. 
Several times each year the credits 
for cash received from Company “X”, 
a very active account involving num- 
erous locations, were misapplied in 
part or were inflated by showing ex- 
cessive cash discounts or freight 
allowances. The excess credits thus 
created were applied mostly to reduce 
the account of another customer, an 
appliance discount company. 


Over a period of years, merchandise 
such as TV sets, Hi-Fi sets, electrical 
appliances, etc. valued at $27,000 was 
“paid for” by posting these fictitious 
credits to the appliance company’s ac- 
count on the client’s books. The 
appliance company, in turn, would 
apply the credits to eliminate from 
its accounts balances due to it for 
merchandise it had shipped for the 
benefit of the dishonest employees. 


Additional defalcations were cover- 
ed up through inflation of discounts 
and allowances on other active ac- 
counts, which amounts were then 
credited to employee and other ac- 
counts receivable. In several further 
instances invoices representing incon- 
sequential sales to employees were 
not put through as accounts receiv- 
able. 


Method of Discovery 

The auditor, in carrying out the 
program, tested the details of cash 
remittances to the accounts receivable 
ledger cards and in so doing tested 
discounts and freight allowances. He 
noted several unusually high dis- 
counts and found that the excess 
credits resulting had been applied in 
part to other customer accounts. The 
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clerk who was questioned explained 
that the department head had in- 
structed him to write off certain bad 
debts by inflating discounts allowed 
on good accounts in order to preserve 
a good credit record. The senior in 
charge then instructed the assistant to 
expand his detail tests for the month 
under review so as to ascertain the 
extent of such erroneous posting. Such 
detail tests included tracing receipts 
from the original tape listings through 
the record of collections to the ledger 
cards. These tests disclosed an in- 
stance in which $1,500 of cash re- 
ceived from Company “X” (as part of 
a $35,000 remittance) had been post- 
ed to the appliance company account. 


The manager of the accounts re- 
ceivable section was then questioned 
by the treasurer, and the situation 
exposed. The auditors were author- 
ized to continue their investigation as 
a special assignment which eventual- 
ly included 100% confirmation of all 
accounts receivable. 


Internal Control 

The company’s control over cash 
receipts was basically sound in that 
the cashier and the accounts receiv- 
able clerks arrived at the total of 
remittances each day independently. 
The deposits in the bank were check- 
ed independently of either of the 
above to the daily “Record of Col- 
lections Received” which was the 
medium for accounts receivable post- 
ing. The system called for test check- 
ing of actual postings from that 
medium to the accounts receivable 
cards, but this was apparently not 
carried out because of pressure of 
other work. Discounts and allow- 


‘ances posted in accounts receivable 


were not questioned by the chief ac- 
countant who was in on the scheme, 
and the amount of variance from 
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normal was not significant enough to 
be noticeable by the treasurer or by 
the auditors. 


No regular internal audit program 
was ever instituted though it had 
been recommended by the auditors in 
several management letters. Conse- 
quently, the only independent con- 
firmation of accounts was made by 
the auditors each year, and Company 
X each year refused to confirm be- 
cause of its decentralized accounting 
system. Confirmations were requested 
and received in two of the last five 
years from the appliance company; 
these, as was to be expected, revealed 
no differences. With respect to ac- 
counts receivable the auditor’s man- 
agement letter of three years ago 
stated in part: 


“The accounts receivable control 
account as of December 31, 1956 had 
a balance of $2,02€,591.37 which ex- 
ceeded the detail trial balance by 
$120.53. We noted that this account 
is seldom in balance. During our 
visit an invoice of $1,390.95 was dis- 
covered which had never been posted 
to the customer control. This account 
should be balanced on a monthly 
basis to assure accuracy and so as not 
to encourage employees to manipu- 
late records for personal gain.” 


This disclosure resulted from the 
fortunate choice of a test period in 
which irregular postings had occur- 
red. Generally, clients are fully aware 
of the fact that examinations made by 
independent public accountants will 
not necessarily disclose irregularities 
which are infrequent and of relatively 
insignificant amounts. The disclosure 
also illustrates the benefits which flow 
from an alert application of each 
portion of an audit program, however 
routine it may seem, and from an 
intelligent follow-up of irregularities 
revealed. 


Frxep Assets aT Cost — Fact 
oR FICTION? 


Derek D. Harris, C.A. 


A shopper does not have too much 
doubt about the meaning of “cost”, 
particularly if he is a shopper at a 
certain supermarket who has stopped 
to browse through the appropriate 
section of the Oxford Dictionary. 
Cost is the price paid for a thing or 
that which must be given in order to 
acquire, produce or effect something. 
This seems plain enough. So are the 
definitions in various accounting texts. 
“Accounting Terminology” defines 
cost as the outlay made or the obliga- 
tions incurred, as measured in terms 
of money, to obtain property or ser- 
vices. The U.K. Institute of Cost and 
Works Accountants puts it very 
simply: “cost is the amount of ex- 
penditure incurred on a given thing”. 

Why, then, is there any doubt when 
we describe fixed assets at cost? 

Each student should ask himself 
how many clients have adequate 
plant ledgers. Yet quite possibly he 
would need an adding machine to 
count up the number of times he has 
seen this entry to record the disposal 
of fixed assets: 

Dr. Cr. 
RNR eho Gatton scihorcsdidst $40 
Fixed assets ............ $40 

To record disposal of fixed assets. 

If the fixed assets were once the 
pride of the plant, the result could 
be an overstatement of a few thous- 
and dollars in the fixed asset account. 
Of course, it all started with the Tax- 
ation Division in 1948. However, the 
Taxation Division is interested in a 
net figure, undepreciated capital cost, 
and in our struggle to agree the books 
with the Division’s figure we some- 
times lose sight of our own account- 
ing concepts. 

The layman should be aware that 
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STUDENTS DEPARTMENT 


depreciation is, at best, a guess. 
George O. May said: “No actuary 
would undertake to prepare life tables 
to be used both by a community 
which provided old age insurance 
and by one which despatched its mem- 
bers as soon as they ceased to make 
what was deemed to be an adequate 
contribution to the tribal life.” 


Losses and gains on disposal or re- 
tirement measure the extent of the 
accountant’s inability to solve his prob- 
lem of forecasting the life of an asset. 
He has no right to capitalize this in- 
ability. 

The danger of doing so exists in the 
common bookkeeping treatment of 
equipment and furniture disposals. 
Most students have experienced the 
difficulty of trying to find out when 
an asset was purchased and how much 
it cost, although this is vital informa- 
tion if the gain or loss is to be com- 
puted. The answer is usually a guess. 
If the client’s staff make a concerted 
effort to provide the information, the 
student is almost bound to be left in 
doubt by some such remark as: 
“That was the heap we junked a few 
years back.” 

Thus, the student allows the pro- 
ceeds to be credited to the fixed asset 
account or guesses at the cost. The 
latter is possibly the better alternative. 
On the balance sheet he describes the 
fixed assets at cost. After all, the mis- 
statement resulting from the disposals 
for that year is not significant and, 
since the company has long since been 
persuaded to adopt the rates of the 
Taxation Division, the profit is not 
affected. Capital gains may have been 
hidden, but a capital gain on equip- 
ment is a problem which will probably 
die with age. Will the student’s con- 
science do likewise? 


The misstatement of cost, at present, 
may not be too great, but the lie 
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accumulates. Some day, when con- 
temporary students have long since 
finished their years of toil and sweat 
and completed their early profession- 
al development and sit with bearded 
experience on the Committee of Ac- 
counting and Auditing Research, the 
problem will have to be settled. Can 
companies without plant ledgers mea- 
sure their fixed assets at cost? Will 
accountants have to eliminate the 
break-down of cost and accumulated 
depreciation and merely present the 
net figure, possibly described as 
“hodge-podge”P 

Perhaps we should tackle the prob- 
lem now and urge plant ledgers. The 
cost of setting up a plant ledger is 
often high, but the cost of maintain- 
ing it is negligible, and it certainly 
safeguards the client’s assets, an area 
in which losses often occur, and 
assists him in his long-range planning. 


SOLUTION — PROBLEME PRATIQUE 
DE SEPTEMBRE 

La probléme: La compagnie X paie des 
commissions annuelles a ses vendeurs sur la 
base suivante: 2% sur le profit avant la 
dépréciation mais aprés le calcul de limpét. 
Le profit avant les commissions mais aprés 
la dépréciation pour Vannée financiére se 
terminant le 31 décembre 1959 s’éléve a 
$32,487.50. La dépréciation inscrite aux 
livres et réclamée pour fin d’impét est de 
$26,520.30. On vous demande deffectuer 
le calcul des commissions pour 1959. 


LA SOLUTION: 

Soit X le profit avant la dépréciation. 
L’impét sera de: 

21% ($50,000 — $25,000) + 50% ( (X—$50,- 
000 — ($26,520.30 — $25,000) ). 

ou $5,250.30 + 5X — $25,760.15, 


ou .5X — $20,510.15. 
. La commission sera: 


2% de X — (.5X — $20,510.15) 
ou 2% (.5X + $20,510.15) 
ou .01X + $410.20. 








452 THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1960 


Mais X: $59,007.80 — .01X — $410.20 et le revenu imposable est supérieur a 
d’ot X: $58,017.42. $25,000, et la dépréciation est égale ou 

La commission sera donc $580.17 + $410.20 supérieure 4 $25,000, la commission peut 
= $990.37. 


N.B. Dans tous les cas ot pour 1959 — 
la période financiére est celle du calendrier, REJEAN Brau t, C.A. 


étre évaluée 4 .O1X + 145 + .01 déprécia- 
tion. 


On the Implications of a Relatively Short Financial Period 


The close of a fiscal period is a day of reckoning. It is a stage in the 
complete life of a business enterprise, a brief span in the time elapsing 
between the inception of the enterprise and its final day of operations. The 
accountant’s problems would be very simple if he were not called upon to 
break up the financial history of an organization’s life into relatively short 
parts. The determination of income, the allocation of expense, the valuation 
of assets, and a correct statement of the liabilities are the basic problems 


called forth by the fiscal period. 


—L. O. Foster in “Introduction to Accounting,” p. 212. 
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Diels Conference —In 


The 58th annual conference of the 
Canadian Institute of Chartered Ac- 
countants held at Banff, Alberta, in 
September, with an attendance almost 
at the 1,000 mark, had a brisk and 
lively air in keeping with the bracing 
atmosphere of the Canadian Rockies 
and the progressive tenour of business 
life in Western Canada. Saturday and 
Sunday, September 11 and 12 were 
working days for the Executive and 
Council and the Provincial Institutes’ 
Committee on Education and Exam- 
inations. Sunday was also a day of 
considerable activity at the registra- 
tion centre, and by 5.30 p.m. over 800 
members and their wives had checked 
in at the Banff Springs Hotel, head- 
quarters for the 3-day conference. 
The official program got under way 


First meeting of the 1960-61 Executive 
Committee after the election of officers 
following the annual general meeting. Left 
to right are D. A. Ampleford, treasurer, J. W. 
Abbott, 2nd vice-president, J. G. Duncan, 
past president, J. A. Wilson, president, 
R. D. Thomas, executive secretary, G. H. 


Hudson, Ist vice-president, H. I. Ross, 
regional representative, D. Lukin Johnston, 
regional representative. T. E. Hickey, 
regional representative, was absent. 
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Review 


with the Alberta Institute’s opening 
reception, and its success and that of 
all the following social functions were 
a direct result of the organization and 
hard work by the various committees 
of the host Institute. The easy friend- 
liness and open-handed hospitality, so 
characteristic of the Westerner, were 
in evidence everywhere, and the sub- 
stance of the technical papers bears 
witness to the quality of the speakers 
and the sustained high-level planning 
by those responsible for the technical 
part of the conference. 


The need for chartered accountants 
to learn about new accounting and 
management techniques, so that mem- 
bers can be of greater service to the 
business community, was stressed by 
president J. A. Wilson, F.C.A. at the 
members’ luncheon on Monday, Sep- 
tember 12 upon his election after the 
annual general meeting session. Elect- 
ed to serve with him were the follow- 
ing officers: G. W. Hudson, Ist vice- 
president; J. W. Abbott, 2nd _vice- 
president; Howard I. Ross, D. R. 


‘Lukin Johnston and T. Earle Hickey, 


regional representatives; D. A. Ample- 
ford, treasurer. J. G. Duncan, as im- 
mediate past president, remains on 














Hon. E. C. MANNING 
Premier of Alberta 


the Executive Committee for another 
year. 

Mr. Wilson told members at the 
luncheon that accounting as a tech- 
nical skill is continuing to be more 
and more important in the economic 
life of every nation, and “our pro- 
fession has a responsibility to assist 
those less fortunate countries in de- 
veloping professional accountants”. 
He said that chartered accountancy 
is one of the most progressive profes- 
sions in the world and that its mem- 
bers should continually re-appraise 
their efforts as professional people in 
order to serve not only the commun- 
ity but also the organization to which 
they belong. 

Greetings to the Canadian Institute 
were extended at the luncheon by 
president J. S. Seidman of the Amer- 
ican Institute of Certified Public Ac- 
countants and by W. L. Barrows, 
F.C.A. representing the Institute of 
Chartered Accountants in England & 
Wales. Head-table guests also in- 
cluded G. H. Greenhough, president 
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of the Society of Industrial & Cost 
Accountants, and J. Nelson Allan, 
executive vice-president of that so- 
ciety. The Governor-General’s gold 
medal award for the highest standing 
in the 1959 uniform final examinations 
was presented to D. G. Cuthbertson 
of Montreal by R. N. A. Kidd, chair- 
man of the Board of Examiners-in- 
Chief. 

Eric W. Kierans, president of the 
Montreal and Canadian Stock Ex- 
changes, was the opening speaker on 
Monday morning, September 12, and 
his paper “Economic Implications of 
Depreciation Policies” appears else- 
where in this issue. Speakers at the 
afternoon session were C. E. Atchi- 
son, Investors Syndicate of Canada 
Limited, Winnipeg; M. C. C. Ross, 
Canadian Bank of Commerce, To- 
ronto; and A. A. McLaughlin, Baker, 
Weeks & Co., Montreal, each of 
whom spoke on various aspects of the 
use and content of “Financial State- 
ments and Reports to Management”. 


Ross M. Skinner, C.A. of Toronto 
was one of three speakers on “Ac- 
counting for Price Level Changes” at 
the technical session on Tuesday 
morning. Others were W. B. Coutts, 
C.A., editor of the Accounting Re- 
search Department of The Canadian 
Chartered Accountant, and R. D. 
Thomas, C.A., Canadian Institute di- 
rector of research. Two panel discus- 
sions on Tuesday were concerned 
with problems of taxation and ac- 
counting affecting the oil industry, 
and chartered accountants in indus- 
try heard three speakers experienced 
in the business world discuss “Invest- 
ing in Pension Funds”, Management 
Development” and “Capital Expendi- 
tures”. At the luncheon meeting on 
Tuesday, tendered by the Province of 
Alberta, Premier E. C. Manning ad- 
dressed nearly 1,000 members and 
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their wives. In the course of his re- 
marks, Mr. Manning said: 


“The threat of military aggression 
on the part of the Communist world 
is probably less dangerous than the 
presence of economic and ideological 
aggression. Canada and the United 
States are pricing themselves out of 
world markets because the people of 
both countries are preoccupied with 
attaining a higher standard of living. 
Although there are abuses and ail- 
ments within the capitalist system, 
these shortcomings do not alter the 
basic principle that the system indeed 
works. Public apathy toward the 
great issues of the day is terrible and 
results in a demand to receive more in 
return for less. A higher standard of 
living, shorter hours and better work- 
ing conditions are all to the good, but 
this sort of thing cannot be out of 
proportion to the ability of the coun- 
try to produce goods and services. We 
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demand more in return for less, but 
we must recognize that there is a 
price tag attached to everything we 
have.” 

Speaking on Wednesday on The 
Case Against Designated Surplus”, 
A. W. Gilmour, C.A. of Montreal ex- 
plained the conditions which led up 
to the introduction of designated sur- 
plus, the problems it has created and 
the reasons why he considered it 
should be changed radically or abol- 
ished. His paper will appear shortly 
in The Canadian Chartered Account- 
ant. Eight discussion groups, two 
technical papers and two_ panels 
all running concurrently throughout 
Wednesday morning completed a full 
3-day schedule which was slanted 
specifically to those in industry, in 
public practice and in the field of 
taxation. 

All Wednesday morning sessions 
were held at the Banff School of Fine 


A meeting of Council on Sept. 11 provided an opportunity for taking this photograph 
of those present. Seated, left to right: F. D. R. Woolgar (Nfld.), A. L. Barkhouse 
(N.B.), J. N. Burnham (N.B.), H. G. Thomson (Alta), J. G. Duncan (C.1C.A. 
president), D. A. McGregor (Alta.), M. V. Jeffery (Sask.), R. M. Dill (Sask.), 
H. G. Williams (P.E.I.), Standing, left to right: A. N. MacNeill (P.E.I.), J. S. 
McVicar (B.C.), M. L. Watt (Que.), W. V. Victor (Que.), W. J. Ayers (Ont.), R. B. 


Dale-Harris (Ont.), T. C. Kinnear (Ont.) and W. H. Gray (Man.). 
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Left to right: G. H. Greenhough, 
president, Society of Industrial & 
Cost Accountants; J. S. Seidman, 
president, American Institute of 
Certified Public Accountants; J. A. 
Wilson, president, Canadian Insti- 
tute of Chartered Accountants; 
W. L. Barrows, a past president, 
Institute of Chartered Accountants 
in England and Wales. 


H. G. Thomson, president, Insti- 
tute of Chartered Accountants of 
Alberta, chats with A. M. Hender- 
son, C.A., recently appointed 
Auditor-General for Canada. 


D. G. Cuthbertson receives the 
Governor-General’s gold medal 
from R. N. A. Kidd, chairman, 
Board of Examiners-in-Chief. 
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At the opening session while mem- 
bers were being addressed by Eric 
D. Kierans, president, Montreal 
and Canadian Stock Exchanges. 
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The entertainment following the 
western-style dinner was _ supplied 
by professionals and amateurs — the 
difficulty was to distinguish between 
them. Left to right; Ross Alger, Rod 
Whitehead, Bert Stewart and George 
Wiens, all C.A.’s from Calgary. 




























For this scene we should have had 


ti- a colour film. Following the en- 
of tertainment at the western-style 
er- dinner, members moved into the 
ed Cascade Room for more western 


tunes and square dancing. 


A cowboy shows W. L. Barrows 
and J. G. Duncan the tricks of 
his trade. 


om ‘eo 66 


A break for coffee with Mrs. G. H. 
Hudson, Mrs. J. G. Duncan, Mrs. 
J. S. Seidman and Mrs. H. G. 
Thomson. 


The Education and Examinations Committee for 1960-61 held a two-day meeting on 
Sept. 9 and 10. Seated, left to right: G. E. M. Harris (Sask.), E. A. Christenson 
(Alta.), J. M. Moynes (B.C.), R. N. A. Kidd, vice-chairman, I. H. Bell, chairman, 
Gertrude Mulcahy, secretary, F. D. R. Woolgar (Nfld.), A. N. MacNeill (P.E.I.), 
H. E. Crosby (N.S.). Standing: W. F. Martin (B.C.), T. P. Brown (Que.), J. P. 
Robertson (Ont.), D. A. Tomlin (Man.), A. L. Barkhouse (N.B.). 


Arts from where the members return- 
ed to the hotel for a brief rest before 
joining their wives for the final dinner 
and dance. 

The social program began with the 
traditional “get-acquainted” party on 
Sunday evening, but all will agree 
that the western-style buffet dinner 
on Monday followed by an hour of 
non-stop entertainment and an eve- 
ning of square dancing was the high- 
light of the social events. No black 
and white photograph can do justice 
to the colourful dresses of the ladies 
which, if anything, were outdone by 
the splendour of the shirts worn by 
many of the western members. A 
large number of members and their 
wives took the bus excursion to Lake 
Louise, while others enjoyed golf on 
the world-famous Banff Springs Hotel 
Course, swimming in the hotel’s open- 
air pool or relaxing on the sun- 
drenched terrace. One can safely say 


that those who attended the 58th 
annual meeting carried away with 
them two lasting impressions. They 
went home with memories of the 
haughty grandeur of the mountains 
and the incredibly beautiful scenery; 
they left with a warm feeling in their 
hearts for all those who gave unstint- 
ingly of their time and talent to make 
the conference in every respect a suc- 
cessful one. 

This review has not covered in de- 
tail the technical program but tran- 
scriptions were made of some of the 
talks and interested members may 
obtain copies of them by writing to 
the Canadian Institute offices, 69 
Bloor Street East, Toronto, and in- 
dicating which ones they would like 
to receive. Copies of photographs 
appearing in this issue of The Can- 
adian Chartered Accountant may be 
obtained at $1.00 per print in the 
same way. 
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The Canadian Institute of Chartered Accountants 
OFFICERS AND COMMITTEES, 1960 - 1961 


Executive Committee 


President John A. Wilson 

First Vice-President George W. Hudson 
Second Vice-President James W. Abbott 
Immediate Past President James G. Duncan 
Regional Representative Howard I. Ross 
Regional Representative T. Earle Hickey 
Regiv..al Representative D. R. Lukin Johnston 
Treasurer Douglas A. Ampleford 
Executive Secretary R. D. Thomas 


Council 
Alberta _ Christenson, D. A. McGregor, H. G. Thomson. 


E. A. 
British Columbia D. B. Fields, W. G. Holms, J. S. McVicar. 
Manitoba D. J. Campbell, W. H. Gray, Peebles Kelly. 
New Brunswick A. L. Barkhouse, J. N. Burnham. 


Newfoundland J. W. Conway, F. D. R. Woolgar. 

Nova Scotia G. H. Johnson, G. M. Murray. 

Ontario W. J. Ayers, R. B. Dale-Harris, T. C. Kinnear. 
Prince Edward Island — J. L. Gorrill, A. N. MacNeill. 

Quebec — Paul Bruneau, W. V. Victor, M. L. Watt. 


Saskatchewan — R. M. Dill, C. A. Fraser, M. V. Jeffery. 


Committees 
COMMITTEE ON ACCOUNTING AND AUDITING RESEARCH 
H. I. Ross*, chairman, W. F. Anderson (Alta.), Paul Bruneau* (Que.), J. R. Church® 
(Que.), J. A. D. Craig (Ont.), G. R. Ferguson*® (Ont.), F. A. Griffiths (B.C.), H. R. 
Macdonald*® (Ont.), J. E. Maheu® (Que.), I. E. Millie (N.S.), A. W. Quayle (Ont.), 
H. D. Rendall (Sask.), R. M. Skinner® (Ont.), J. S. Swinden (Man.). 
* Member of sub-committee. 


Sub-committees: 

Brochure for Credit Grantors 
H. R. Macdonald, chairman, J. E. Grier (Ont.), K. D. MacLennan (Ont.), J. H. Morris 
(representative of Canadian Bankers’ Association), R. E. Saunders (Ont.), G. H. Ward 
(Ont. ). 

Reliance on Other Auditors 

W. L. L. McDonald, chairman, D. A. Ampleford (Ont.), R. B. Dale-Harris (Ont.), G. 
R. Ferguson (Ont.), T. A. M. Hutchison (Ont.), J. A. Wilson (Ont.), J. R. M. Wilson 
(Ont. ). 

Study Group on Oil Accounting 
R. P. Alger (Alta.), W. F. Anderson (Alta.), H. W. Bliss (Alta.), A. G. Burton (Alta.), 
T. S. M. Gard (Alta.), D. R. Hagerman (Alta.), J. G. Hutchison (Alta.), D. A. Mc- 
Gregor (Alta.), F. J. Mair (Alta.), J. S. McGibbon (Alta.), V. C. Morrison (Alta.), R. 
F. Phillips (Alta.), W. K. Tanner (Alta. ). 

ANNUAL CONFERENCE COMMITTEE 

F. T. Denis, chairman, K. H. Edwards, co-chairman, A. W. deV. Bruce (Que.), W. I. 
Hetherington (Ont.), J. P. Kinghorn (Que.), (remainder to be appointed). 
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COMMITTEE ON THE COMPANIES ACT 
G. P. Keeping, chairman, R. B. Dale-Harris (Ont.), C. L. King (Ont.), T. A. M. 
Hutchison (Ont.). 


COMMITTEE ON CONTINUING EDUCATION 
C. C. Mackechnie, chairman, A. Beedle (B.C.), H. Hartley (Alta.), E. W. Pope (Man.), 
R. D. Thomas (Ont.), J. Carriére (Que.), R. C. Berry (Que.), R. H. Busche (N.S.), 
(remainder to be appointed ). 


COMMITTEE ON MAGAZINE AND PUBLICATIONS 
W. G. Ross, chairman, J. G. Arthur (Ont.), W. I. Hetherington (Ont.), A. S. Merrikin 
(Ont.), H. S. Moffet (Que.), D. G. Scott (Que.). 


COMMITTEE ON PUBLIC RELATIONS 
R. D. Mackenzie, chairman, (committee not yet appointed ). 


TAXATION COMMITTEE 
J. P. Kinghorn, chairman, L. J. Smith, co-chairman, G. W. J. Carter (B.C.), R. Courtois 
(Que.), J. W. Craig (Que.), R. W. Dilworth (Ont.), H. L. McMackin (N.B.), W. C. 
Shakespeare (Ont.). 


COMMITTEE ON UNIFORM CODE OF ETHICS 
A. Ballantyne, chairman, G. F. Abbott (Que.), J. C. Archibald (Sask.), J. N. Burnham 
(N.B.), G. E. Hayman (N.S.), R. Leith (Nfld.), J. S. MeVicar (B.C.), W. L. MacDonald 
(Ont.), R. W. Manning (P.E.I.), D. J. Morrison (Alta.), W. W. Smith (Man.). 


PROVINCIAL INSTITUTES’ 
COMMITTEE ON EDUCATION AND EXAMINATIONS 
I. H. Bell, chairman, R. N. A. Kidd, vice-chairman, A. L. Barkhouse (N.B.), T. P. 
Brown (Que.), E. A. Christenson (Alta.), J. W. Conway (Nfld.), H. E. Crosby (N.S.), 
G. E. M. Harris (Sask.), A. N. MacNeill (P.E.I.), J. M. Moynes (B.C.), J. P. Robertson*® 
(Ont.), D. A. Tomlin (Man.). 


*Chairman, Sub-Committee on Courses of Instruction. 


Sub-committees: 


Board of Examiners-in-Chief 
R. N. A. Kidd, chairman, V. Houghton (Que.), J. C. Newland (N.S.), J. J. St-Pierre 
(Que.), D. R. Smith (Man.), D. C. Stewart (Ont.), W. P. Wallace (B.C.), C. F. 
Westerman (Sask.). 


Long-Range Educational Planning 
P. S. Leggat, chairman, E. W. B. Adamson (Alta.), D. F. C. Burton (N.S.), G. R 
Ferguson (Ont.), F. E. Walden (B.C.), K. M. Place (Que. ). 


Procuring Examination Questions 

P. Aspinall (Que.), G. C. Baird (Nfld.), R. W. Black (N.B.), C. R. Colwell (N.S.), 
A. Cote (Que.), R. Crone (Sask.), C. J. Dutot (Nfld.), B. Fahy (B.C.), S. W. Hudson 
(N.B.), J. G. Hutchison (Alta.), S. A. Kenney (N.S.), K. Laundy (Ont.), J. L. Mac- 
Donald (Man.), A. W. Moore (Man.), R. W. Park (B.C.), R. B. Richards (Sask.), 
D. A. Roscoe (N.S.), R. Stackhouse (Ont.), H. G. Williams (P.E.I.), C. W. Worden 
(Sask. ). 

AUDITORS OF THE CANADIAN INSTITUTE 

J. A. Allen D. K. McNair 


Further appointments to the Annual Conference Committee, Committee on Continuing 
Education and Committee on Public Relations will be published in The Canadian 
Chartered Accountant. 
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British Columbia 

D. A. Young, C.A. has been appointed 
commissioner of finance and treasurer for 
the city of Hamilton, Ont. 

Read, Madsen & Co., Chartered Account- 
ants, North Vancouver, announce the open- 
ing of a branch office at No. 2-33772 Essen- 
dene Ave., Abbotsford. 

Christian, Rolfe & Co., Chartered Ac- 
countants, announce the acquisition of the 
practice formerly carried on by Clarke, 
Down & Co., Chartered Accountants, Van- 
couver. The practice of the profession will 
be conducted at 850 W. Hastings St., Van- 
couver 1. 

Cobb & Cobb, Chartered Accountants, 
announce the removal of their offices to 
1264 W. Pender St., Vancouver 1. 


Manitoba 

J. H. Bennett, C.A. has been appointed 
assistant comptroller of The Great West 
Life Assurance Co., Winnipeg. 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, and J. W. Abbott & Co.,, 
Chartered Accountants, announce the amal- 
gamation of their practices. Henceforth the 
practice of their profession will be carried 
on under the firm name of Peat, Marwick, 
Mitchell & Co. J. W. Abbott, F.C.A. will 
become a partner of Peat, Marwick, Mit- 
chell & Co. and will be located in Winni- 
peg. 


Ontario 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, announce the admission to 
partnership in their London office of W. W. 
Buchanan, C.A. and in their Toronto of- 
fice of J. K. Caldwell, C.A. 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, and Pettit, Hill & 
Bertram, Chartered Accountants, announce 
the merger of their practices and the ad- 
mission into partnership in the firm of 
Riddell, Stead, Graham & Hutchison of 
C. H. Pettit, F.C.A., R. C. Bertram, F.C.A., 
D. D. Hill, C.A. and T. D. Wardlaw, 
C.A. R. H. Hill, C.A. remains associated 
with the firm as a senior consultant. Offices 
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will be maintained for the present at 66 
King St. W., Toronto and 181 Bay St., To- 
ronto. 

C. L. King, F.C.A. has been named 
senior partner of Deloitte, Plender, Haskins 
& Sells, Chartered Accountants, succeeding 
the late Walter J. Macdonald, F.C.A. J. 
G. Duncan, F.C.A. has moved to Toronto 
from Edmonton as the resident partner of 
the Toronto office of the firm, and G. N. 
Wildgoose, C.A. has moved from Winnipeg 
to Edmonton as the resident partner of 
that office. 

Vise, Rumack, Seigel & Co., Chartered 
Accountants, announce that their practice 
will henceforth be carried on in partnership 
with Bernard C. Kurtz & Co., Chartered 
Accountants, under the firm name of Vise, 
Rumack, Seigel, Kurtz & Co., Chartered Ac- 
countants, 491 Lawrence Ave. W., Toronto 
12. 

Butler, Dooley & Co., Chartered Account- 
ants, announce the admission to partnership 
of P. R. Clarke, C.A. Henceforth the prac- 
tice of their profession will be carried on 
under the firm name of Butler, Dooley & 
Clarke, Chartered Accountants, 935 Fred- 
erick St., Kitchener, and 37 West St., God- 
erich. 

Spence & McPherson, Chartered Account- 
ants, Toronto, announce the removal of their 
offices to 8308 Bathurst St., Thornhill. 


Quebec 

Dallaire, Rodrigue & Cie, C.A. font part 
que leurs bureaux sont désormais situés au 
numero 84, rue Ottawa, Granby. 


OBITUARIES 


We regret to announce the death of the 
following members: 


LEO FRANCIS DUFFY — died in Aylmer 


East, Que., at the age of 62. Mr. Duffy 
was admitted to membership in the Quebec 


Institute in 1946. 


PHILIP A. SINGER — died on September 
20, 1960, in Montreal, Que., at the age of 
22. Mr. Singer was admitted to member- 
ship in the Quebec Institute in 1959. 
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ONTARIO INSTITUTE 


Annual Dance: The annual dance of the 
Institute will be held on Friday, December 
2, 1960 in the Canadian Room of the Royal 
York Hotel, Toronto. It has been decided 
that this year the function will take the 
form of a buffet dinner-dance rather than 
a dance with light refreshments served dur- 
ing the evening. The bar will open at 7 
p.m. with a buffet supper commencing at 8 
p.m. Dancing will be from 8:30 until 
12:30 with an intermission for entertain- 
ment at 10:30. The ticket price of $12.00 
per couple includes the cost of the meal. 
Dress will be black or white tie. 


Data Processing Course: The Council of the 
Institute recently accepted the offer of the 
International Business Machines to present 
a course on data processing and punched 
card accounting for members of the Insti- 
tute. The course, which was offered by 
the company without charge, is being held 
in Toronto from October 19 to December 
20. Two groups, of about 30 members 
each, will meet concurrently. The course 
consists of 10 meetings of 2 to 2% hours 
duration each; discussion and active par- 
ticipation by those attending is encouraged. 


B.C. INSTITUTE 


Soccer League: Able-bodied members and 
students are becoming a rare sight in nine 
Vancouver C.A. offices as a 6-week season 
of soccer play gets under way. The games 
are played one-half hour each way with 
unlimited substitution permitted. The in- 
imitable style of these players may be ob- 
served every Sunday afternoon (excl. No- 
vember 13) until November 30. Details of 
the schedule are available from Bryant Mc- 
Afee, C.A. of Griffiths & Griffiths. 


VANCOUVER ISLAND C.A. CLUB 


A gala day in Nanaimo on October 1 
opened the 1960-61 season of the Vancouver 
Island C.A. Club. Fifty members and 
wives spent an afternoon cruising in Nan- 
aimo harbour or golfing. The festivities 
wound up with a smorgasboard and dancing 
at the Tideview Banquet Hall. A. L. 


NOTES 


Pickard, W. R. Lane, Bob McDougall and 
the other Nanaimo representatives who or- 
ganized the day were given a rousing vote 
of thanks. 


C.A. CLUB OF VANCOUVER 

B.C. Lions quarterback Jim Walden pro- 
vided the kick-off for the initial luncheon 
of the 1960-61 season on September 15, 
1960 with a rousing speech on western con- 
ference football. 

Subsequent luncheon meetings for the 
1960-61 season are scheduled in the Hotel 
Georgia on November 1 and December 6, 
1960; January 10, February 7, March 7, 
April 4, May 2, and June 6, 1961. The 
third annual cocktail party will be held on 
Friday, December 9, 1960 at the Vancouver 
Lawn Tennis Club. 


OKANAGAN-MAINLINE C.A. CLUB 

The Okanagan-Mainline C.A. Club open- 
ed the 1960-61 season with a dinner meet- 
ing at the Allison Hotel in Vernon. 


WESTERN ONTARIO 
C.A. ASSOCIATION 


To assist students in their examination 
preparations a series of test exams was 
offered for all sections in August. This was 
the first attempt at such a program and 
was well received by the 20 students who 
participated. 

A golf tournament and dinner were 
held at the St. Thomas Golf and Country 
Club on September 22. 


EDMONTON STUDENTS 

Beryl Hastings was elected president of 
the Edmonton Students Society at its re- 
cent annual meeting. The new vice-presi- 
dent is Bill Halford, secretary Forbes Ca- 
vanaugh and treasurer Gerrit Visser. 

The Edmonton students invite an ex- 
change of correspondence with other stu- 
dent groups throughout Canada. Letters 
should be addressed to Beryl Hastings, c/o 
Institute of Chartered Accountants of Al- 
berta, 10010-102 St., Edmonton. 
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CANADA LIFE 


offers you the assistance of 
its Estate Service Division 
















6, For many years this Division has served members 
7, of the accounting profession in detailed analysis 

1€ 

"1 of the numerous complex problems, both personal 
or and corporate, encountered in the estates of 


their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 


) » Estate Service Division Offices 





HALIFAX OTTAWA WINNIPEG 

Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 
QUEBEC TORONTO CALGARY 

580 Grande Allée E. 330 University Ave. Lancaster Bldg. 
MONTREAL HAMILTON VANCOUVER 

505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 





Cy tssurance Company 


GO6754A HEAD OFFICE: 330 UNIVERSITY AVE., TORONTO 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Rates: Position Wanted $7.00 per column 
inch; Position Offered $10.00 per column 
inch; Open Rate $17 per column inch. 


Closing date is 11th of preceding month. 





SMALL FIRM of chartered accountants in 
Niagara area, with widely dispersed ac- 
counts, is interested in contact or associa- 
tion with another small firm or sole practi- 
tioner in this area or Hamilton or Toronto. 
Amalgamation or merger may result if mu- 
tually suitable. All replies will be answered 
and kept in the strictest confidence. Box 
275. 


CHARTERED ACCOUNTANT: Initiative 
and ambition are sought in a young chart- 
ered accountant interested in responsibility 
and prospects for advancement in public 
practice with a well-established firm of 
Vancouver chartered accountants. Reply in 
writing to Box 255, furnishing pertinent 
personal information, educational attain- 
ments, and material concerning training 
and experience. Our staff is aware of this 
advertisement. 





LATIN AMERICA — Intemational public 
accounting firm has career openings for 
experienced accountants. Offices are lo- 
cated in large modern cities in Venezuela, 
Colombia, Panama, Argentina, Brazil and 
other Latin American countries. Candidates 
may be single or married. Opportunity for 
advancement together with attractive com- 
pensation. Contracts are generally for 
two or three years and are renewable by 
mutual agreement. Please submit in confi- 
dence a complete summary of your qualifi- 
cations and experience, including salary re- 
quirements, to Box 278. 





JUNIOR AND INTERMEDIATE students. 
Chartered accountants’ office located in 
Sudbury, Ontario requires junior and in- 
termediate students. Excellent working 
conditions and usual employee benefits 
available. State fully particulars of pre- 


vious experience and marital status. Apply 
Box 282. 
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ACCOUNTANCY PRACTICE: Vancouver 
firm of chartered accountants wishes to 
purchase practice from practitioner con- 
templating retirement or transfer to other 
endeavours. Reply to Box 256. 


AUDITOR: STARTING salary to $8,000. 
Holding company of national manufactur- 
ing organization requires young C.A. as in- 
ternal auditor of Maritimes subsidiaries. 
Must be capable of working independently 
and dealing with management. City posi- 
tion in Nova Scotia. Some travelling. Em- 
ployer contact will be made only after 
initial interview. Box 276. 


CHARTERED ACCOUNTANT, Toronto, 
has an attractive position open for a gradu- 
ate planning a career in public practice, 
leading to a partnership if satisfctory. Give 
full particulars of experience, and refer- 
ences. Box 281. 


INTERMEDIATE STUDENT — excellent 
opportunity with Edmonton firm of chart- 
ered accountants for intermediate student. 
Preference given to national firm training. 
Box 284. 


CANDIDATE AWAITING results of recent 
chartered finals seeks position with medium- 
size firm of chartered accountants. Four 
years experience with international firm in 
Toronto. Willing to re-locate. Box 277. 


CHARTERED ACCOUNTANT — 1956 
graduate, B.Com., with broad experience, 
available on per diem basis in Toronto 
area. Box 280. 


A YOUNG IMMIGRANT — B.Com. of 
Bombay University; chartered accountant, 
(India) desires situation with a firm of 
chartered accountants in Toronto, Hamilton, 
London or Ottawa. Box 279. 


CHARTERED ACCOUNTANT required 
by a firm of chartered accountants situated 
in Montreal. . Applicant should have at 
least 5 years’ experience in the profession 
after qualification and, in addition to ex- 
perience in the fields of auditing and taxa- 
tion, should have some experience in ad- 
ministrative work. This position offers ex- 
cellent opportunity for advancement. Re- 
plies should give full description of quali- 
fications, past experience and present sal- 
ary. All replies will be treated as strictly 
confidential. Box 283. 





A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Exam- 


inations. 


Brings together articles especial- 
ly written to assist students 
preparing for their chartered ac- 
countant examinations. 


Price 30c a Copy 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 


BANK 
CONFIRMATION 
FORMS 


Blank, per 100 .................. $ 2.50 
Imprinted (minimum run 
500) 


Per 100 additional, or- 
dered at same time ....$ 3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE 


OF CHARTERED ACCOUNTANTS 
69 Bloor Street East 


Toronto 5, Ontario 


FINANCIAL REPORTING IN CANADA 


3rd edition, 1959 


This book provides most useful background material for those concerned 
with the preparation of year-end financial statements. Tables and accom- 


panying statements analyze the reports of over 300 Canadian companies 


for a 4-year period to show the trends in current financial reporting. 119 


pages. 


$4.00 to members 


Please send me 


copies of ‘Financial 


Reporting in Canada’ (1959, 3rd ed.). 


$5.00 to others 


Enclosed is $ 


Note: All orders of 
less than $5.00 should 
be accompanied by 
remittance. 


THE CANADIAN INSTITUTE OF 
CHARTERED ACCOUNTANTS 


69 Bloor Street East, Toronto 5, Ontario. 





BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DD:ZON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 








STEWART, SMITH & MACKEEN 


Barristers and Solicitors | 


Roy Building - - - - - - - Halifax, N.S. 








ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


3802 Bay Street - - - - - + - Toronto 1, Ont. 
STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 
Barristers and Solicitors 
112 Yonge Street - - - - - - - + Toronto 1, Ont. 
WRIGHT & McTAGGART 
Barristers and Solicitors 
67 Yonge Street - - - - +=  - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 


Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - + - Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - - = = Regina, Sask. 
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LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


REUBEN SCHAFER, C.L.U. 


OCCIDENTAL LIFE INSURANCE AGENCY 
Term insurance a specialty 


491 Lawrence Ave. WEsT, Toronto 12, Ont. RU. 9-1291 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Murray Bostey, B. Comm., F.R.I. Raymonp Bostey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TORONTO EM. 8-2316 


R. S. CHarre A. D. MacKenzi, P.Enc., M.A.I. L. W. Ray, P.Enc. 
K. Jonnston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


847 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Comm., M.A.L, A.A.C.I. G. I. M. Youne, B.Sc., A.R.I.C.S., M.A.I. 
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Memorandum for: 


CORPORATION TREASURERS. 


Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market’? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 
Limited 
‘TORONTO 
EM. 4-1341 


MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 


Let’s get down to earth... 


When it comes to service, Imperial 
Bank of Canada offers banking 
service of the highest order, and 
this service can be of distinct 
help to you and your clients. 


There are more than 340 Imperial 
Bank branches from coast to coast 
in Canada with international 
banking connections throughout 
the world through correspondent 
banks. Your nearby Imperial 
Bank Manager will be pleased to 
offer you every assistance. 


IMPERIAL 


BRINK 222: sews Ak 





Canadas Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 


Dominion Report Service 


e 
NO INSTALLATION CHARGE 
Please write or telephone for further particulars 


C CH CANnApDIAn, LIMITED 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








